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We are a diversified energy company engaged through our subsidiaries in
« - the contract drlllmg of onsh'ore oil and natural gas: weIIs

. the exploration and production of il and natural gas

. the acquisition of producmg oil and natural gas propertles and

. the buying, selling, gatheru%g, processing and treating of natural gas.
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Our operatlons are mainly|located|!in the Mid-Continent,|Rocky Mountam| and Gulf Coast Basins. Qur

corporate offices are located in Tulsa, Oklahoma, with regional offices |h O}(Iahoma
Woodward, Oklahoma; Booker, Texas; Borger, Texas; Hodston, Texas; Humble, Texas;

Weatherford, Texas; Denver, Colorado; and Casper, Wyoming. Our comn;won

York Stock Exchange under the syrhbol “UNT.”

DEFINITIONS AND ABBREVIATI(_)_NS

Mcf Thousand CUbIC feét of natural gas ‘
MMcf Million cubicfeet of natural gas |
Mcfe Thousand cubic feet equivalent of natural gas
MMcfe Million cubic|feet equJivaIent of natural gas
Bcf Billion cubic feet of natural gas

Bcfe Billion cubic feet equivalent of natural gas
Bbls Barrels of oil

MBbls Thousand barrels of oil

Btu British therm:al unit |

MBtu Thousand Bt‘jtish thermal units

MMBtu Million British therma'tl units
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- THE STRENGTH OF THREE

UNIT PETROLEUM At Il)ecember 31, 2006
GROSS ACREAGE 1,391,212
: GROSS WELLS 7,443
' 2006 ANNUAL PRODUCTION, BCFE 52.9
ROCKY-MOUNTAIN BASINS 2006 GROSS WELLS DRILLED | 244
X | PROVED RESERVES, BCFE 476
2 | PROSPECT INVENTORY:
¥ GROSS WELLS IN INVENTORY 1,066
: NET UNRISKED RESERVES, BCFE 465
/\ 23-YEAR AVERAGE ANNUAL RESULTS:
r RESERVE REPLACEMENT, DRILLBIT 143%
J ,; RESERVE REPLACEMENT, ALL-SOURCES 228%
1 2006 UNIT PETROLEUM EBITDA, |$ MILLIONS 270
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UNIT DRILLING At December 31, 2006 \

TOTAL R ' 117 .
450-70%63.9 ' 29 o Mid-Stream
750-1 H.P. 4 . .
152000120?00 H.P. 33 [ ] Active Basins
2,000 H.P. 7
>2,500 H.P. 6 Y NSO,

AVERAGE DEPTH CAPACITY, FEET 16,430 nrisked Potentia

AVERAGE RIG UTILIZATION, 2003-2006 93%

2006 UNIT DRILLING EBITDA, § MILLIONS 379 A O rig count

SUPERIOR PIPELINE At December 31, 2006

MILES OF PIPELINE 600 l

ACTIVE GATHERING SYSTEMS 37

NATURAL GAS TREATMENT PLANTS 3

NATURAL GAS PROCESSING PLANTS 6

2006 SUPERIOR PIPELINE EBITDA, $ MILLIONS 12




~ ETTER TO OUR SHAREHOUDERS -

J . _ !

i : | , .
As we enter 2007, Unit Corporation’s 44th year, we are celebrating once again the setfing of new
company records and milesto:nes in: total revenues, operating r'narlgins and EBITDA; the total
amount of our oil and natural gas reserves, and the amount of our, oil and naf:ural gasnbroduction';
drilling dayrates, the number of drilling rigs we owned and drilting rig utilization; and the volumes of
natural gas gathered and procéssed per day. Our ability to grow and ﬂ'ourish over the past 43 year!s
in this volatile industry has been due to our historical strategy of po$iti6ning our operati'c:ms in majo’r
natural gas basins in the Unit?d States. During this period, we survived and thrived by keeping %1
conservative balance sheet and remaining intensely focused on our Operating strategies, important
components when weathering }the cyclical nature of the energy indi.lstry. . '

|

SRILLIINE !
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Our contract drilling subsidiarfy, Unit Drilling Company, reached a re;cord 117 driIIinglrfgs owned
by the end of 2006 by adding six drilling rigs during the year. We acc‘om'p!ished this incre'ase througll'r
the purchase and constructjon of these six drilling rigs, all of which are diesei-electric

rigs with a horsepower rating of 750 to 1,500, a depth classiﬁcation.fchat we | have been
able to keep at a high utilizatign rate during the year. ‘

[
The majority of our rig fleet cc?msists of medium-to-deep depth drilliné rigs wilth an average depth
capacity of 16,430 feet. We cofwtinue to be the numt?er one drilling It:on"tractor iln Oklaho;l'ma and one
of the largest medium-to-deep depth land drillers in the United States. During the peripd of 200|3
through 2006, our drilling rigs/ maintained a utilization rate of more than 90%, one ofithe highesIt
utilization rates in our business. This utilization rate‘is a testament to vyhere V\fcle operate:in some o'f
the world’s most active basins,\including the Barnett Shale, Pinedale, East Texas, Maddeq Field, and
the Uinta and Piceance Basins. We have always beéen known for pl"ovilding hijg'h quality .equipment
and experienced personnel, and we believe these strengths make Unit the rigl contractor of choice
for many of the top oil and gas companies operating in the U.S. Ioweri48 sta[:t?s. . |
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But we're more than just a dri:lling company. Unit Petroleum Company, the c!c?mpany’s,‘growing oi!!
and gas independent, achieveq record oil and natural gas reserves °|f 475.?|Bcfe, 85.0./° of which
is natural gas. This is a 15% i;ncrease over our proved oil and natural gas reserves at the end of
2005. The year marks the 23rd consecutive that we have been able to replace 'at least 150% of the
year's production with new reserves, an incredible accomplishment tolattain., Qur equivalent yeari
over-year oil and natural gas p:roduction increased 30% to 52.9 Befe, fanother record fpr Unit. OQur
reserves per share, on a debt-adjusted basis, have grown more than 50% over the last four years!
while our production on the same basis is up more than 110%, another measure of the ‘blutstanding;

performance of our exploration and production operations. : ‘ "
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For 2007, of our planned capital investment of:\B?.ﬁ/jhon in our E&P operatlons 90% is specifi-
cally set aside for drilling. During the year, we plan to drill 270 wells, an 11% increase over 2006,
and we anticipate that our 2007 oil and natural gas production should reach 60 0 Bcfe extending
our success and setting another company record. To fuel our ongoing growth plans we have more
than 800 drilling sites in our prospect inventory which could provide an add|t|0nal estimated 465
Bcfe of unrisked potent|al reserves net to Unit's ownership over and above our year-end reserves
of 476 Bcfe. Over the last five years, Unit has drilled and completed more than 87% of the wells in
which it has participated. Although we can not guarantee that we’ll always be this successful, the
same E&P team that has generated these record rates is intact and clearly geared up to meet our
growth goals,

GATHERING

Our mid-stream operation, Superior Pipeline Company, L.L.C., is continuing to grow and|establish a
significant presence in the Arkoma and Mid-Continent Basms, two of America’ s |mportant regional
plays for natural gas. Superior gathered record voiumes of 247,537 MMBtu per day, a 74% increase
over 2005’s daily rate. Superlors assets include three natural gas treatment plants, 5|x operated
natural gas processing plants, 37 active gathering systems and approximately 600 miles of pipeline.
During 2006, Superior connected an additional 58 wells to its gathering systems We are actively
reviewing opportunities to expand this side of our business and budgeted capltal expenditures of
$25 million for grass-roots expansion during 2007.

STRONGER TOGETHER!
It’s clear to us that the outstandlng financial and operational performances recorded by Unit in 2006
are the result of our structure: premium medium- and deep-depth drilling rigs, growmg E&P opera-
tions, an expanding mid-stream business segment, conservative balance sheet|and an outstandlng
group of oil and gas professuonals Working together your company made it possible for 2006 to
be such a banner year. Year-over-year revenue increased 31% to a record $1. 2 billion, while year-
over-year earnings per share increased 46% to $6.72 per diluted share. EBIT[?A was $661 million
in 2006, an increase of 46% from 2005. Net cash provided by operating activities increased 59% to
$506.7 million and our debt-to-capitalization ratio is a very conservative 13%.

Unit Corporation’s record 2006 results occurred despite a softening in natural g!as prices during the.
last half of 2006. Entering 2007, prices are much improved, but there will be volatlllty to contend
with. We are optimistic about our operations in 2007 and believe that we will set new records in oil
and natural gas reserves and production levels. We believe our mid-stream operatlons will gather
record levels again in 2007 and add to its asset base. And we believe that we wnll continue to have
a very active and proﬁtable drilling rig fleet. We are proud of this company and its achievements
and look forward to reportmg additional successes to you in the future.

o, (e

arry D. Pirtkston
President and Chief Executive Officer
March 1, 2007

Sincerely,




— UNIT PRIWING c{omﬁ}nn‘r

hasjoperated wrthI the| idea that to
grow into one of the largest drilling

|
companies in the l‘J.S. \i/ou must pro-

vide quality rigs mann'ed with qual-

ity crews. We've done that. Exiting

2006, Unit Drlllmg Cornpany is one '

of the largest onshore drilling com-
panies in the United States. Our con-

tract drilling servic!es can be found in .

the Anadarko and Arkc:Jma Basins, in
East and North Texlas, along the Texas
andLouisiana Gulf Coast, and in the

For 43 years, Unit Drilling Company

Rocky Mountains.
10 different states,

Withfl operations in
Unit has earned a

strong reputation
standing service t
well as meeting a

for providing out-
0 |ts customers as

wide range of their

drill'ing needs.
Unit started out as a ithree-rig drill-
ing company and has| grown its op-
erations to a record 117 drilling rigs.
Of these rigs 58|are |located in the
Anadarko Basin, 10 are in the Arkoma
Basin, 17 are located within our Gulf
Coast operations, |24 are in the Rocky
Mountain region,| and eight drilling
rigs are in the North Texas region. Our
drilling field ofﬁces rncIude Oklahoma
City and Woodward Oklahoma Hum-

Unit Corporation 4 ’

. 55% for; the vyear,

r
t
|

bIe Weatherford and Borger, Texas;
and Casper Wyoming.
I
Our drllhng rig fleet ranges in depth
capaC|t|eIs from 5,000 to 40, 000 feet
averagln'g apprommately 16,430 feet
“and can prowde vertical and horlzon-
 tal services using both air and mud
| as drllllnlg rnedlums ' .

. Our average drilling rig utilization
.for the \‘/ear was 109.0 dnllmg rigs,
a 7% |mprovement over 2005.! Drill-
5 ing revejmljes for the year increased
- 51% to $6994 million, while. Iaver-
' age dayrates for the year rose|51%
' to $18 767 per day. Contract |drill-
L ing operatlng margins increased to
‘compared to

42% for; 2005. |
. | |

 Of the siX drilling rigs added to our

' fleet dur'mg 2006, all were d|esel elec-

" tric dr|II|ng rigs with horsepower rat-

ings from 750 to 1,500, a classification

* of rig thlat| we have been able to! keep
i working at a high utilization rate! Dur-

ing the ﬁrlst quarter of 2007, we plan
to add jour 118th drilling rig to our

| fleet, WhICh should go directly to work

at a dayrate of approximately $2:3, 000

I




ner*day We currently plan to add an additional three rigs dur:ng 20!
ntncnpate that 2007 will be another strong year for Unit’s drullmg operatlo !

tract Drilling Operhtions Data SR

i + T 3 i
'ea‘ill- Ended December 31, 20086 2005 2004 2003 . 12002,
ollars in thousands)

. i '
venue % 699,396 $ 462,14} $ 298,304 $ 183,146 $ 118,173 |
f:verating costs $ 313,882 $ 266,472 $ 210,912 5 1;38,762 $ 911,338 .
épilreciation $ 51,959 $ 42,876 $ 33,659 $ 23,644 $ 14‘,634 3
.f offrevenue from daywork contracts 100% 100% 100% 08% \ 91%
.{erage dayrate on daywork contiracts $ 18,767 $ 12,431 $ 8,937 $ 7,808 $ 7 716 \
rerage cash flow per rig per day(! $ 10,245 $ 5,483 $ 2,823 $ 2,014 3 ’976 ‘
):Befcre elimination of intercompany rig pepfit, .

1
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i
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Number at Year-End Average % During the Year l
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Unit  Petroleum ! » Company contin-
ues to post growrng reserve and
production ﬁgures as g result
of our mcreased drllllng activity.
We have consrstently }demonstrated
our ability to grow the company’s
asset  base despite
ity price volatllltyf
Our experrenced geo-

commod-

As of December 81 2006, our to

[
tal oil and'r natural gas reserves we’r

a record ’475 9 Bcfe co”rf15|stmg 0
11.6 million barreﬁls of onl’ and 406.
Bcf of natrural gas a 15°/J equwalefn
Bcf lncrease 2006 markg the 23rd
consecutrve year/that we,‘ have rr%et

i
| . goal f,jof replac-

logical, land and en{l{—
gineering  staff hars
@ proven record of

ing|{at least 150% | of

each yearl‘s prod?Jc—
tlon’ with new oil and]

) - 1
generating and sucl:_—
cessfully drillin'g '

risk field

natural gas reserviasf
We /| replaced 22%%f
o} ,our 2006 orl and;,

low
sion or

| exten—
ment wells that meet

develop- 269.4
our risk-weightéd ecé-

naitural gas productlom.f
despite a r'eductlon' oﬂ';
11, '2 Bcfe”of reserves| j'

nomic objectives.

1
|
'
]

Contributing  to

our

as| Ja result of adjust-|
ments due to !ower
ommodlty’ pr:ces at
the. end of 2006 as

year-over-:'—yea’r
growth is a solid
acquisition brogralm
tailored to m'eet our
economic -crlterla ‘This  strate-
gy has helped‘ us to increase our
oil and natural das reserve base
by an average annua! growth rate
of 12% over the pasft 10 years and
18% over the past 23 years.

f

Cor

I
our natural gasilaverageld $6 17/ pe'rr

compared!f to 2005!

' year-
period, L'Jlrjit's a\'/er-\
ag}e anntal 'reserve L
replacement perjclentage lis 228%‘ N i’

s

Our oaliand natural gas rever?ueé !
mcreased /12% Ito $357 6 mlllron' !

in 2006' The price we'll recelved for |

'P

[
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Mcf, a 19% decrease over 2005,
while our average oil price was
$55.11 per barrel, a 10% increase
over 2005,

Total equivalent production increased
30% to 52.9 Bcfe, a record for Unit.
Of that total, we

approximately 270 wells, in-

crease of 11%.

an

Our prospect inventory continues to
grow. At year-end, we had identified
more than 800 pros"pective wells to
drill, which could provide additional

estimated net reserves

produced 44.2 Bcf of

to us of 465 Bcfe. These

i

natural gas, a 30% in- i properties have been
crease, and 1.5 million t 40.6 identified within our
barrels of oil, a 34% ‘ growinlgacreageinven-
increase. Our estimat- i 33.4 tory of approximate-
ed production for 2007 i ly 1.4 million gross
should be approximate- ZL . acres, the bulkiof which
ly 60.0 Bcfe. 218 |l is held! by production,

At-yearl—end, we owned
During 2006, we par- an interest in 7,443
ticipated in the drilling gross wells,
of 248 new wells and !
had completed drill- For 2007, we have bud-
ing operations on 233 02 03 04 05 Q6 geted $326 million for

of those wells. In ad-
dition, 11 wells were
completedin2006that
‘were spud in 2005 for a total of
244 completed wells. Of the 244
wells, 216 were completed as pro-
ducing for a success rate of 88%.
We plan to step up our drilling
program during 2_007 and driill

| 1 |

PRODUCTION GROWTH

Bcfe

capital | expenditures,
a30%increaseoverthe
compan&y’s 200§ capital
excluding acquisitions. ‘
Of this total budget,! $2802mi|lion

is planned for exploration and
development driIIing:. With - this
aggressive strategy, we anticipate an-
other positive year of growth for Unit.

I

expenditures,

2
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i
Superior Pipeline J Company, L.L.C.
was  formed in 1996 with

Unit} Corporation owning 40% of the

Mgr{npany. In JuIyI of | 2004, Supe-
rior became a vlvhollylf-owned sub-
sidiary when Unit c!ompleted the
purchase of the 60% that it did
not own. '
Superior , primarily conducts its
business in the| mid-stream seg-
ment of the natural|gas industry.
It has grown its ’operanons over its

10-year history tprough grass roots

construction prOJects|, acquisitions
of equipment ar:wd' plants, and a
strong customer base| of mostly in-
dependent producers| in the Mid-
Continent region.

Superior’s operati!ons are located in
Oklahoma, Kansas, Louisiana and Tex-
as, and its asset base currently con-
sists of three natural| gas treatment
plants, six operat;ed natural gas pro-
cessing plants, 37 active gathering
systems and approximately 600 miles
of pipeline.

Revenues for oulr miel—stream opera-
tions increased toc $101.9 million from

* Unit Corporation 8

t
]
|
]
|
| '
|

| t
| |
|

$1005 mllhon in 2005. Durmg the

lyear, Supe;*lors natural "gas volumes
;gathered( increased 74% over 2005 to

4% to 31,8|33 MMBtu per day. |

247,537 MMBtu per day, while its|nat-
ural gas ‘vollumes processed increased

We have budgeted capital expenditures
of $25 miII}'ion for 2007. Our planlis to

- grow the operations with grassi ’roots
" projects apd seek economic ach|S|—
" tions during the year. In 2006, 'Supe-

|
rior completed the installation ofe} sec-
ond natural gas treatment plant on the

- Panola gatherlng system, acquired two
_ natural ’gas processing pIants*to be
Ij anstalled on existing facmtles
- pleted the acquisition of an addltlonal
. gathering e
. plant anld added an additional 100

com-
system and processing
miles

of plpellneI |
I

i
We are pieased with the growth and
results of this side of our business and
are Iooliinlg forward to another y}ear of
positive change for Superior. |

i
| t
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Mid-Stream Operations Data: | l
i\!e’ar Ended December 31, . 2006 2005 2004 2003 |2002
(Dollars in thousands) |
| ]

‘ |
Rexl;enue $ '101,863 $ 100,464 $ 29,717 $ 606 $|' 357
ppgrating costs $ ' 88,834 $ 92,467 $ 27,018 $ 349 $ l 396
?eg?reciation $ 6,247 $ 3,279 % 982 $ 176 $ l 105
lGals; gathered {MMBtu/day) 247,537 142,444 33,147 16,413 {9,474
Gas processed (MMBtu/day) ‘31,833 30,613 13,412 92 | o4
|1 ' |
mt . |
M ‘ | |
|
| | . |
|1 ' |
I
|| |
| :
It . |
| 247,537 31,833 |
] ' .
i 30,613 l_
) |
| | |
| 142,444 |
| , |
I ' .
| ! ' ! l i
| ' ' 13,412 |
e | T
i ' ll ,
) 33,147 ||| |
| ] ' '
| ! Loz |11} =1 : i : (X1 12 |
| ‘ 02 03 ?4 05 06 02 03 04 05 06 l
i NATURAL GAS GATHERED NATURAL GAS PROCESSED l :
| ! MMBtu/day MMBtu/day |
| l
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— finAnCIAL mr@nmn',ﬂoum

|
i
Year Ended December 31, 2006 © 2005 20049 2003 2002
{Dollars in thousands except per share and average price amounts) 1 : l
Statement of Income Data' |
Revenues: , I : '
Contract drilling $ 699,396 $ 462,141 -$ 298 204 $ 183,146 $ 11?,173
Oil and natural gas 357,599 318,268 185 017 116,609 +67,959
Gas gathering and processing 101,863 100,464 29 7.17 606 i | 357
Other revenues 3,527 4,795 l6, 265 1,016 | 903
Total revenues $1,162,385 $ 885,608 $ 519,203 $ 301,377 $ 187,392
Income before change - __r” ﬁ - .—'"
in accounting principle $ 312,177 $ ‘212,4,42 $ . 90,2'75 $ 48,864 $ =1{8,244
Net income $ 312,177 $ 212,442 $ 90,275 $ 50,189 $ 18,244
Income before change in accounting ‘ 'J \
principle per common share: ' I :
Basic $ 6.75 $ 4.62 $ 1.97 $ 1.12 $11 047
Diluted $ 6.72 5 4.60 $ 1lg7 $ 1.12 $'] 047
Net income per comnmon share: ) l l
Basic $ ©6.75 $ 4.62 $ 1:97 $ 1.15 $1 | 0.47
Diluted $ 6.72 $ 4.60 $ 1.97 $ 1.15 $t | 0.47
Shares outstanding: : : ' | . ‘
Basic 46,228 45,940 ﬁS,?l? 43,616 | 38,844
Diluted 46,451 46,189 45,934 43,773 39,112
. Balagce Sheet Data: : I !
Total assets $1,874,096 $1,456,195 $1,0|23,|136 $ 712,925 $:578,163
Other long-term liabilities $ 55,741 $ 41,981 $ '37,?25 $ 17,893 % l 5,439
Long-term debt $ 174,300. $ 145,000 $ 95,500 $ 400 $ 30,500
Total debt-to-book capital ratio 13% ‘:15% | 14% 0% ! [ 7%
Shareholders' equity $1,158,036 $ 836,962 $ 608,269 $ 515,768 $| 421,372
Statement of Cash Flows Data: ! |
Net cash provided by operating activities $ 506,702 - $ 317,771 $ 203,210 $-121,712 $ 170,547
Capital expenditures, including . ‘ ' 4 |
acquisitions (cash basis) $ 546,343 $ 390,863 ¢ 314l026 $ 131,162 $ 75,2250

(1} Through the acquisition of CREC Rig Equipment Company and CDC Dnlling Company, Unlt had non-cash capital
partien of the consideration for the cernpames'

|
'COMPARISON OF CUMULATIVE FIVE-YEAR TOTAL RETURN

additions of $122,491,000 for the 7,220,000 shares given as a

375.58

$450 l ’ [ 426.59 .
$400 [ I :
$350 | |
4300 , f
$250 | |
$200
l [143.80
$150 -
$100 —o o, _ -
' e ; | ]
o - : | '
$0 ' . LN J }
Deco1 ‘ Dec02 Dec03 Dec04 DecD5
— & UNIT CORP . , ]
_-_: S8P 500 INDEX | !
—-o—J S&P 600 OIL & GAS EXPLORATION ) PRODUCTION

Unit Corporation 10
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PEER GROUP (Grey Wolf Inc., Helmench & Payne Patterson-UTI Energy Inc., Picneer Drilling Co.}




OPERATIONAL INFORMATION

63%

Year Ended December 31, 2006 2005 2004 2003 2002
(Dollars in thousands except per share and average price amounts)
Contract Drilling Operations Data:
Number of rigs at year end 117 112 100 88 75
wells drilled 1,033 980 832 530 318
Total footage drilled (feet in 1,000'%) 11,461 10,815 9,261 6,580 3,829
Average number of rigs utilized 109.0 102.1 88.1 62.9 39.1
Average utilization 96% 97% 95% 83%
Oil and Natural Gas Operations Data:
Proved oil and natural gas reserves
discounted at 10% (before income taxes) $ 984,123 $ 1,312,962 $ 787,067 $ 598,103 $ 483,826
Proved oil and natural gas reserves
discounted at 10% (after income taxes} % 684,895 $ 863,683 $ 521,612 $ 420,254 $ 345,314
Total estimated proved reserves: .
Natural gas (MMcf) 406,400 352,841 295,406 2§4,192 244,811
Qil (MBbl} 11,583 9,871 8,561 | 5,141 4,096
Equivalent (MMcfe) 475,899 412,066 346,775 285,036 269,386
Production: K
Natural gas (MMcf) 44,169 34,058 27,149 20,648 18,968
Qil (MBbl}) 1,453 1,084 1,048 ' 516 473
Equivalent (MMcfe) 52,889 40,565 33,438 23,742 21,808
Average price: )
Natural gas (per Mcf) $ 6.17 $ 7.64 $  5.42 $ ' 4.87 $ 2.87
Oil (per Bbl) $ 55.11 $ 50.14 $  33.20 $ ,26.94 $ 21.54
Equivalent (Mcfe) $ 6.66 % 7.75 $ 5.44 s ' 4.83 $ 2.96
Gross operated wells 1,369 1,208 1,019 , 753 707
Wells drilled 244 192 168 149 96
Wells completed 216 179 144 128 74
Success rate 89% 93% 86% 86% 77%
il and natural gas wells producing or . ) '

" capable of praducing at end of y'ear: Gross Net Gross Net Gross Net Gross l Net Gross Net
Natural gas 4,659 1,007.8 3,719  830.0 3,169 6726 2,590 |549.6 2/514 526.1
Oil ' 2,784 492.9 2,746  42B.9 2,716 418.6 803 ]280.4 i790 273.3
Total 7,443 1,500.7 6,465 1,258.9 5,885 1,091.2 3,393 '830.0 3/304 79%9.4

Mid-Stream Operations Data: l
Natural gas gathered (MMBtu/day) 247,537 142,444 33,147 16,413 9,474
Natural gas processed (MMBtu/day) 31,833 30,613 13,412 bog2 94
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have certlﬁed in :wrltlng to the Securltles and Exchange
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are filed as Exhlblts to the Form 10- K Cn May 26! 2006
the Chief Executlve Officer also certified to the New’York
Stock Exchangerthat he is not aware of any violation by
the company of the New York Stock Exchange corporate
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ar operations through subsidiaries of their own. ' . P

UNIT CORPORATION

Annual Report L
For The Year Ended December 31, 2006

PARTI

' |
Our executive ofﬁces are at 7130 South Lewis, Suite 1000, Tulsa, Oklahoma 74136; our telephone number is l
(918) 493-7700. In addmon to our éxecutive offices, we have offices in Houston, Humble; Borger, Booker Midland and
Weatherford Texas; Casper, Wyoming; Oklahoma City, Wilburton and Woodward, Oklahoma; and Denver, Colorado

Information regardmg our anriual reports on Form 10-K, quarterly reports on Form 10- Q current reports $on
Form 8-K, and any amenaments to these reports, will be made available in print, free of charge, 10 any shareholder
who request them; or at our internet website at www.unitcorp.com, as soon as reasonably practicable after we !
electronically file these reports with'or furnish them to:the SEC. Materials we file’ with the SEC may be read and
copied at the SEC’s Public Reference Room at lOO F. Street, N.E. Room 1580, N.W. Washmgton D¢ 20549
Information on the operatlon of the Public Referencé Room may be obtained by callmg the SEC at :
1-800-SEC-0330. The SEC also maintains an lntemet Web site at www.sec.gov that contains reports proxy and ’
information statements, and other mformatlon regardmg our company that we file electronically wllth the SEC ‘

In addition, we post on our Web site copies of. the various corporate governance documents that:we have l
adopted. We may from time to time provide lmportam disclosures to investors by posting them in the investor .
relations section of our Web site, as allowed by SEC rules. Information regarding our corporate govemance )

guidelines and code of ethics, and the charters of our Board’s Audit, Compensanon and Nomination and Govemance :

Commlttees are avzulable free of charge on our website listed above or in print to any shareholder who request them

Unless otherwise indicated or required by the context, as used in this report, the terms corporatlon
company, Unit, us, our, we and its refer to Unit Corporation and, as appropriate, Unit Corporauonl and/or one or
more of its subsidiaries. ' . ,‘

{
Item 1.  Business. E

[y

OUR BUSINESS | 1

L
We were founded in 1963 as a ‘contract dnllmg company Today, through our three pnncrpal wholly owned
sub51d1anes Unit Dnllmg Company, Unit Petroleum Company and Superior Pipeline Company, L L C., we . |

-+ contract 10 drill onshore oil and natural gas wells for our own account and for others (“Iand contract l
© drilling’ ) . l X
* explore, develop, acquire and produce oil and naturai gas properties for our own account: ( ‘oil and
natural gas exploration”), and

* buy, sell, gather, process and treat natural gas for our own account and for third parties (‘,‘mid-streaml‘)".

The following table provides certain information about us as of February 16, 2007: i
Number of drilling rigs WEOWI ..ot 117 1.
Number of wells in which we ownaninterest ............. ..., .. 7462 ‘l R
Number of natural gas treatment plants We OWn .. ... ... 3 ﬁ" |
Number of operating processing plants We OWn . ...t einnnaennn.. o6 1 .
 Number of active natural gas gathering systems weown ........ e o 37 7 o

States in which our principal operations are located , .. ... ...... .50 .a.... SR +0klahon|13 Texas,

L o, Lou:slana Wyommg,
' ‘ ' ' ' Utah, New Mexico, |
Colorado and Montana

'
{

At various tlmes “and from time to time, each of these three principal subsidiaries may conduct then‘




- for our own account as well as for a wide range of other oil and gas compames Our operations are mainly

- (l) Utilization rate is determmed by dividing the average number of clnllmg rigs used by the average number of

i ; _
OUR LAND CONTRACT DRILLING BUSINESS - = i

. . ' Il . L. 1 o ' |
General, Our land, conUact drlllmg busmess is conducted through two companies, Unit Drilling Company
and its-subsidiary Unit Texas Drilling L.L.C: Through these companies we drill onshore natural gas and-oil wells

located in the Oklahoma and Texas areas oﬂ the Anadarko and Arkoma Basms the North Texas Barnett Shale,
the Texas and Lou1snana Gulf Coast and East Texas and the Rocky Mountalnlreglons of Wyoming, Colorado,-
Utah and Montana. | b b L ; : i

v u i . [ .
The tablc below identifies certam mformauon concemmg our contract dnllmg operatlons

i

j 1 f A i { Year Ended December 31,
(AL ; ' o 2006 | 2005 2004 2003 2002
Number of Dnllmg|R1gs Owned at End of Period ...}, ... 11790 | . 1120 1000 880 75.0
Average Number of Dnllmg Rigs Owned l?urmg Period . ..:.. 11410 | 1052 93.0 759 . 6116
. Average Number of Drilling Rigs Utilized |............. e 109 0-: 1021 §8.1 62.9 391
Utilization Rate(l) TR .'l ..... Feeeeeaes e 96% 97% 95% - 83% - 63%
Average Revenue Per Day Q) Yoo 317, 574 1$12,401 $9,247 $7,972 $8.285
. Total Footage Drilled (Feet in 1,000s) ............... P | 461 l ]0 815 9,261- 6,580 3,829
NumberofWellsDnlled oo 1033 . 980 832 530 318

i ) . |

drilling ngs owned durmg penod o :

(2) Represents the total revenues from our contracl dnllmg operanons lelded by the total number of days ourj.

drilling rigs were used dunng the penod . ,

. Description and Locatwn of Our Dnllmg Rigs. A land drilling rlg consusts in part, of engines, ,
drawworks or honsts demck or mast,. substructure pumps to circulate’ the dl.'"lllll’lg fluid, blowout preventers and! .
drill pipe. As a result of the normal wear ahd tear of operating 24 hours a day. several of the major components
of a drilling.rig, such as, engines, mud pumps and drill pipe; must be replaced or rebuilt on a periodic basis. Olher
components, such as the substructure mast and drawworks can be used for extended periods of time with proper
mamtenance We also own additional equlpment used in the operauon of our drlllmg rigs, mcludmg large aJr '
compressors trucks and other support equ1pment '

v " [

Thc max1mum depth capac:tlcs of ou'r various dnllmg rigs range from 5 OOO to 40, 000 feet. In' 2006, 1 ]6 of
the 117 rigs we owned during the year performed contract drilling servmes (- .

. The followmg table shows cenam lnformatlon about our drilling rlgs (mcludmg thelr dlsmbutlon) as of
February 16, 2007:

b
|

i : : o R A ) . : . Averhge .
1 A . . . . . . i . Rated
o : I Contracted ;, Non-Contracted = Total Drilling
Region ~ . f : [ S o 3 - Rigs, . . Rigs.. .~ Rigs  Depths(ft)
Anadarko Basin Oklahoma B L | 34 ‘4 38 ]8,3:65
Panhandle of Texas A S v 17 3 20 13,675
Arkoma Basin . t ............................... . 10 — 10 14,350
East Texas and Gulf Coast ....... . cees S e ! 1§ 2 17 . 18,200
NorthTexasBamettShale..zJ‘....'......'_....'...'..... -7 1 8., 11,600
Rocky Mountams e : ..... L ...... L 21 3 24 16,900
: 13 117 16,430

A P ‘ . o -

At present, \yé do not have a-shortage of drilling rig related equipmenlt._ However;at any given time, ou}
ability to use all of our d}'illing Tigs is dependent on a nimber of conditions, including the availability of qualified *

s / I .2 f )

|
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’

labor, drilling supplies and eqmpment as well as demand. Demand for our drilling rigs increased throughout 2004
and 2005 and our.uuhzanon rate remained above 95% throughout the first three quarters of 2006..In the fourth
quarter of 2006 and into the first quarter of 2007, :demand for our drilling rigs has declined to around 85%. As we
continue to-add’ dnl]mg rigs to our fleet and the nauonal count of available drilling rigs contmuesI to grow, it has'

_ become: increasingly-difficult to find additional quallﬁed labor to work on our drilling rigs. If demand for our. -

" drilling rigs remains above 85% and-the industry-rig count continues to grow, we expect competmon for
quahﬁed labor: to contmue which will-result in htgher operating.costs. * - i D

4. ' .t

t
b

. . r |

The followmg table shows the average number of dnllmg ngs worklng by quarter for the years 1ndrcated

T

- L"' ‘ . - " 2006 2005 2004

‘Fqut Quarter ...:.....0.. e R z ............ 108;6 99.?{3‘ 817

’ SecondQuaner.:.'.....: .................... A T . 110:3..100.3 837
Third Quarter .............covvviueean.., e L1106 1026 92.0

Fourth Quarter . ......................... ST R S . 1067 1062 95.0

' Dnllmg Rig , Fleet The fo]lowmg table summarlzes the changes to our dnlhng rrg fleet dunng 2006. A
more complete dlscussron of these changes fol]ows the table:

. p :
“Number of drllllng rigs owned at December 31, 2?05 .......... S, e AU 12
Number of drilling rig reductions during 2006 . . - S, R s . LA '{ (1
Number of drilling rigs purchased durmg 2006 ... e S PR E ..... PO
Number of drilling rigs constructed or had constructed during 2006 .. ........ e e LS
Total dnlhng rigs owned at December 31,2006 . ... .....uvie e ....... fooern oo 117

A4
Reductions. , In January 2006, we experienced a fire on one of our drilling rigs; Drilling rig:No." 31, & 6Q0
horsepower drtlhng rig and one of our smaller drilling rigs, experienced a blowout during:initial dnllmg o
operations at an approxrmate depth of 800 feet. No personnel were injured although the drilling rig' was a total
loss. Insurance proceeds for the loss did not cover the replacement cost for a new rig, but exceeded our net book

value and provrded a gam ' of approxrmately $1.0 million. which was recorded n other revenues 1-.
. L . .. . . l,! B 3 P Lo

Acqutsmons and Construction: In January 2006, we acqurred a I 000 horsepower dnllmg i’lg for
appr0x1mately $3.9 million, This newly acquired drilling rig was'madified at one of our drilling yards foran |. .
_additionat $1.7 mllhon and became operational in April 2006. In May we began moyving a’l;500. hlorsepower :
drilling rig to our Rocky Mountain Division which we completed construction of during the first qiuaner of 2006
for approx1mately $ 10.2 mllllon In the second quarter of 2006, we also completed the purchase ofI two 1,500 |
horsepower dnllmg ngs for $15.2 million with $4.6 million paid prior to second quaner of 2006 and the
remaining $10 6 million piald at delivery. An additional $3.0 million of modifications were made to the rigs prior
to the two ngs bemg placed into service. The first drilling rig was placed into service in May 2006I and the
-second drilling rig was placed into service in June 2006. At the end of August 2006 we completed;the '
construction ‘of another 1 500 horsepower rig for approximately $9.5 million which was moved mto our Rocky .
Mountain Dwrsron In the[]ast half of 2006 we constructed a 750 horsepower rig for an estimated’ $4 5 million .
which was avarlable for service in the fater part of December of 2006. The addition of this rlg minus the one !
destroyed by fi fire brought our rig fleet to 117 at December 31 2006 - - j‘
During 2006 we paid $4.5 million for the purchase of major componenls to construct two 1 500 horsepower
dnllmg rlgs The ngs should be p]aced in service in the ﬁrst and second quaners of 2007 S } .
i e | Gy
W Types of Dnllmg Contracts We Use. Our drilling contracts are generally obtained through compeutrve ]
blddmg on a well: by well ba51s Contract terms and payment rates vary depending on the type of contract used;
the duration of the, work the equ1pment and services supplied and other matters. We pay certain: operatlng -
expenses, 1nclud1ng the wages of our drilling personnel, maintenance expenses and mcrdental drilling rig supphes

3

1
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ol

. negotlauon ona contract byl contract basis. .

. used. Footage contracts usually require us to bear some of the drilling c:ost*;l in addition to providing the dnllmg

o Notes 1,2 and 10 of the N(‘)tes to Consohdaled Financial Statements in item|8 of this report.

—

! 4l * 1t
and equipment: The contrac!ls are usually subject to termination by the cuallon'iter on short notice and on payment |
of a fee: Our contracts also contaln provrsnons regarding indemnification against certain types of claims involving
injury to persons, property and for acts of pollutlon The specrﬁc terms of| thelse indemnifications are subject to !

|
The type of. contrdct uqed determmes our compensauon Contracts are generally one of three types: it
daywork footage or tumkey Addlttonal compensatlon may be.acquired for spemal risks and unusual conditions!
Under a daywork contract we prov:de the drlllmg rig with the required per%’onnel and the operator supervises the
drifling of the well. Our corhpensatron is based on a negottated rate to be pa:d for each day the drilling rig is

rig. We are paid on compleuon of the well at a negotiated rate for each foot drilled. Under turnkey contracts we

drill the well to a sphcaﬁed depth ‘for a set amount and provide most of thelreqmred equipment and services, We

bear the risk of drtllmg the Well to-the contract depth and are paid when the contract prov:stons are completed.
t I : ' !

Under turnkey ' ‘contracts we may 1ncur.losses if we underestimate the costs to drill the well or if unforeseen
events occur. To date, we have not expertenced significant losses in performmg turnkey contracts. In 2006 and
2005, we did:not drill any turnkeyawells Due to high demand for our drtllmg rigs, we are able to perform most of
our work under daywork cclntracts to the exlclusmn of footage or turnkey chntracts Because market demand for )
our drilling rigs as well as the desires of our customers determine the typeslof contracts we use, we cannot
predtct when and lfla part of our drtllmg wnll be conducted under turnkey, contracts

" Most of our current contracts are not long- term and generally prov1de for the drilling of one well. We do o
have some contracts that have terms rangmg from one to two years. These longer term contracts may contain a
fixed rate for the durauon clf the contract or provide for the periodic rene'glltlatton of the rate within a specific '
range from the ex1stmg rate L t _ l‘

!

Customers Durmg ?’2006 IO customers accounted for approx1mately 45% of our contract drilling
revenues. Chesapeake Operatmg, Inc. was our largest custorner provrdtngtIQ% of our total contract drilling
revenues. During 2006 and 2005, we drilled 72 and 53 wells, res.pectwelyI for our exploration and production
sub51d1ary reducmg carrymg value or our 011 and natural gas properties. As requtred by the SEC, the profit  , |
received by our contract dnllmg subsrdlaryf when we drill wells for our exploratlon and production subsndlary
reduced the Carrymg value?of our oil and natural gas properties by $22. 2lmtlhon and $8.6 l'nllllOll during 2006, |.
and 2005, respecttvely, ratliler than bemg mcluded in our operaung proﬁt ; : Cf

. { |- ., : . 11

Additional Infarmamlm Further 1nformat1on relatmg to our Contrall:t drlllmg operations can be found in

I S

L o ; it
{ OUR OIL AND NATURAL GAS EXPLORAT}]ION BUSINESS
o
Geneml ln 1979 we began to develop our exploration and productton operations to diversify our contracl
drlllmg revenues. Today, our wholly owned subsidiary, Unit Petroleum Conltpany, conducts our exploration and _
production activities. Qur producing oit and natural gas properties, undeveloped leaseholds and related assets are
mainly in Oklahoma Texaq Louisiana and New Mexico and, to a lesser extent in Arkansas, Nonh Dakota,
Colorado, Wyommg Montana Alabama, Kansas Mississippi, Mlehlganﬁand Canada.
J
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- |
The following table presents certain information regarding our oil and gas operations as of December 31,
2006: : . _ . !
i 3

2006 Average

Number n'f Number of [ét Daily Production
Property/Area Gross Wells | Net Wells \ Mef 'Bbls
Western Division (COD‘EIS[S principally of the Rocky Mountain L
Region, New Mexico, Western and Southern Texas and the Gulf c . ‘ .
Coast REGIONY . .. ..ottt e 3,138 483.87 ! 34929 2468
East Division (consists principally of the Appalachian Region, - : o o
Arkansas, East Texas, Northern Louisiana and Eastern ‘ ' Co
Okiahoma) .. ... .. ... e ‘ 922 20891 48485 - 52
Central Division (consists principally of Kansas, Western Oklahoma K o
and the Texas Panhandle) ................. . ... ... e 3,378 .806:99 | 37,547 1,461
CaNAdA . oo SEURRR R 5096 51—
Total ... 7.443 1,500.73 121,012 3,981

! ' o T T T

When we are the operator of & property, we generally attempt to use a drilling rlg owned by one of our

subsidiaries. ) | '
.

Acquisitions.  On May 16, 2006, we e closed the acquisition of certain oil and natural gas propertles from a
group of private entities for. approx1malely $32.4 million in cash. Proved oil and natural gas reserves involved in
this acquisition consisted 'of approximately 14.2 Bcfe The effective date of this acquisition was Apnl 1, 2006
and results from this acqulsltlon are included in the statement of income begmnmg May 1, 2006 ‘

On October 13, 2006, we completed the acquisition of Brighton Energy, L L C a privately. owned oil and
natural gas company for approx1malely $67.0 million in cash. This acquisition included all of Bnghlon s oil and
natural gas assets (excluding Atoka and Coal counties in Oklahoma) and included approx:malely[Z’_’a 1 Befe of
proved reserves. The majority of the acquired reserves are located in the Anadarko:Basin of Oklahoma and the
onshore Gulf Coast basms of Texas and Louisiana, with additional reserves in Arkansas Kansas,!Montana North
Dakota and Wyommg I‘hls acquisition had an effective date of August 1, 2006 and was mcluded in our
statement of income starting in October 2006 with the results for the period from August 1, 2006 through
September 30, 2006 included as an adjustmen[ to the purchase price. . }

Well and Let;sehold Data. The lables below identify certain information regardmg our oil and natural gas
exploratory and development drilling operations:

<y

X
Year Ended December 31,
2006 - 2005 | 2004,
Gross  Net 1 Gross Net. Gross  Net

Wells Drilled: '
Exploratory: .
Oil L= — 1 0 31 1 005
Natural gas ... ... .. .. e 5 239 6. 1 91 5 1.42
Dry ... e e 5 224 2. 200 1 031
_ 10 463, 9. 422 7 178
Development: ; : '
Ol L 12 262 .15 4% 17 51
Natwralgas ......... .. ..o i i 199 6793 157 5808 121 48.60
DIY oo et 23 1012 11 539 23 1340
234 8067 183 6841 161 6771

TOMl . 244 8530 192 7263 168 69.49




- As of February
i

l
" Cost mcurred for developmen% drlllmg mcludes $34.3 mlllton $31.9: rlmlllon and $16.0 mllhon in: 2006
to. develop booked proved undeveloped oil and natural g,as TEServes.

2005 and 2004 re:spiacuvely'

_The follew:ng table hsummanzes our o1l and natural gas lea‘;ehold acreage for each of the years indicated: .

<]

f

-

l6, 2-007, we have partl'clpated in the dt"illing of 19 éro‘

l

s (8. 47 net) wells durmg 2007 i

i
'

»

E T - S
i! i 1 | ;
M . | 1
» ' ! '_
SIS ' ! i - ‘
. .|. . (r.p. . 1 . Yeulr Ended Decembur:j], i
‘ . '] ; 2006 T 2005 2004 :
‘ E‘z' Gross Net {§| Gross Net Gross Net ,
PR | ; : i
!' Oil'and Natural Gas Wells Producing L i l f -
| - or Capable of Producmg: : ; : . i . ) ; ey
l . Oi—USA .. 1. PR DR .. 2783 492,871 2,745 42890 2715 4‘18.51
g L~ Oil—Canada . [l ok ! 0034 & 10 003 Tt 1 003
L ‘ *Natural Gas—l_.:ISA;... L Yl . 4,655 1,00‘6.99 ?”7 829.60 -3.103 ' 670. 62
. Natural Gas—Canada . .. .. e e 093l I 2 - 040 -66-c 200
. Total ... {l S .. 7443 1,500.73{ 6,465 125893 53885 - 1',091.16,
! ; ’ . IS . i e ot ‘
4 B I .

o
Y C

,\

l ’ "y ', Lo " Developed Acreage Undevelnped Acreage
. : b ‘_i_Grdss . Net. “Gross «- . Net.
2006 (1): - | a0 My e
USA ....... RO I O S 1018616 292,613 364914 179,329
Canada ..... R b e e Wlv282 .~ 257 6400 3413
" Total ...l l ........ N B 11019.898 292,870 371314 182,742
2005: 0 el ) - | : A | it
USA-.. i Vel 901,157 259,420 338,623 171,222
Canada .. Ll Taer U M t160 152 ' 7,040. 3541
o Total ... T 901917 259,572 . 345,663 174,763

2004: g ll L :
"USA ... T A SR 746,153 7 218,062 251,138 121 973
Canada ..ofoo..bo 139,040 .. 976 . 6400 2413
Totall ....... |785.193 219.038 257,538 - 124,386

] |

{1y Apprommalely 75% of the net. undeveloped acres are covered by leases lhat will expire in each of the years|

2007—2009 unless dnllmg or product:on extends the terms of the leages!

: |
The fulure esnmated developmem COSts nece%sary to.develop our pr'oved undeveloped oil and natural gas
reserves in the United Stittes for lhe years 2007, 2008 and 2009, as disclosed|in our December 31, 2006 oil and

B

I

natural gas reserve l-eport are $l36 7 million, $60.6 million and $9.2 m1ll|(lm respectlvely No futdre
development costs have bel:n estlmated for Canada B

e
LA *

[ T
'
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Price and Produc twn Data The following table identifies the average sales price, oil'anol natural gas o
_ production volumes and average production cost per equivalent Mcf. [I barrel (Bbl) of oil =6 thousand cubic feet . ’
_ (Mcf) of natural gas] for our oil and natural gas productlon for the years. indicated:: iy ‘
S Ca B L oo "
) Vool o " i : Year Ended December 31,
: ! L . A C 2006 12005 © 2004 . R
Average Sales Price. pelr Barrel of Oil Produced: o [ e
USA price before hedgmg .................. e e S $ 55.11- $,50.14 $ 36 63 s
Effect of hedgmg T — - (3 43y - o
+ USA price 1ncludmg hedgmg ....... EE e $ 55.11° $°50.14' $ 33.20 7 s ".
Cenada j ....... e 58 — 7:$ $l — ! “
Average Sales Price per Mcf of Natural Gas Produced ‘ . l v S B
USA price’ before tiedging - ....... e el 8 616 8776 8 543 P
“Effect of hedging .. ............ S R — Jo1 =
USA price 1nclud1ng hedging ........... '. e e $ 6.16 7.64, $ 543 0
Canada prlce before hedging (U.S. Dollars) ................ e $ 1058 S 543 § 491 N
Effect of hedging (U.S: Dollars) ... e T SO L T Tt BRI
Canada price mclu]dmg hedgmg (Us. DOIATS) ™ fs e e eeeee e $-10.58 ':$" 543 $1491 ' wi.
0il Production (MBhls) L ' S L
USA ............ T 1453 | 1,084 1,048
_Canada ,,...... S S S , ), ..... e, ‘ — = —
Total') e e 1,453 41,084 1,048
Natural Gas Pr?duetlon (MMcf) I o o _ : I’ ,,E o
CUSA LT L S I ©M4,151 33,997 27,010 '
Canada ........ ST OO S 18 | 61 "l'139
Total.;. oo e T .. 44,169 . 34,058 27,149
Average Prodnctmn Cost per Equivalent- Mcf: . " ot ;
USA ...... P e $ 137 $ 136 %108 @
Canada ... B e $ 1.17 $ 1.14 $£ 042 . o
" 1 I ! '
011 and Natural (‘as Reserves The followmg table identifies our estimated proved developed and ! L :
undeveloped 01l and hatural gas reserves for the years indicated: : ' .
e, “ Jotn . Year Ended December lll, ?
A - 2006 2005 2004
Oil (MBbls):" - . :
JUSA™L L e Sl R L... 11,583. 19871 856l )
. Canada :........ e S P ' - = = Lol
o Total 1............ R e e - 11,583 !e9,871 8,561 S
. Natural Gas (MMef) - . _ C - l ) o
USA ....Im ..., R e YRS, 406,263 .3152,685 295,146 :
Canada ............ % o Ec S Lres 137 0 1560 1260 0 I
Total ..o o SR ... 406400 352841 295406 . ¢
1 . | LY
- I
7
1 I
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Qur oil production is soId at or near our wells under purchase contracts at prevailing prices in accordance
with arrangements customary in the oil industry. Our natural gas productlt;n is sold to intrastate and interstate
pipelines as well as to mdcpendent marketing firms under contracts with terms generally ranging from one month
to a year. Most of these contracts contain provisions for readjustment of phce termination and other terms
customary in the mdustry n 2006, purchases by Eagle Energy Partners [, L{P ONEOK and ConocoPhillips
Company actounted for app!roxlmatcly 17%! 16% and 10% of Unit’s oil ahd natural gas revenues, respectively.-
During 2006, Superlor purchased $8.0 mllhqn of our naturil gas productlolniand natural gas liquids and provided
gathering and transportatlon[serwces of $5.3, million. Intercompany revemﬂ: from services and purchases of |
production between our mid:stream segment and our oil and natural gas. exploratlon operations has been
eliminated in our consohdated condensed financial statements. In 2005, we ellmmated intercompany revenues of
$6.7 million of natural gas and $95,000 of natural gas liquids and in 2004, $1.8 million of natural gas and
$53,000 of natural gas llqmds . o

.J( I

" * N .
! ’ ¢ .- L
Additional Infarmattan Further information. relating to our 011 and Qathral gas operations is contained in |
Notes 1; 2, 10 and Supplemental Information of the Notes to Consolldated Financial Statements in Item 8 of this
_ report o . }!

' . |
+ o . ' i - . i
1 |

| OUR MID-STREAM BUSINESS ’!
T i I

General. ln July 200% we acqmred the 60% of Superior Pipeline Company, L.L..C. (Superior) that we dld
not already own. Before July 2004, we owned 18 gathering systems which haye now been consolidated with
Superior’s systems. Supenor is a mid-stream company engaged primarily il the buying, selling, gathering, R
processing ‘and treatmg of natural gas and operates three natural gas treatment plants, six operating processing
plants, 37 active gathenng S)lfstems and 600 miles of plpelmc Superior opgrates in Oklahoma, Texas, Louisiana
and Kansas. It has béen in busmess since 1996 The; acqu1smon and consolidation increased our ability to gather
and market our natural gas (.":\s well as third party natural g gas) and construcltior acquire existing natural gas
gathering and processing facilities. Before this acquisition, our 40% mterestlm the income or loss from
operations of Superior was shown as equlty m earnings of unconsolidated mv?stments

| g

The following table presems certain information regarding our mid- stlleam operations for the years.

indicated:

1

V ’ Year Ended December 31,
; ,l . 2006 2005 2004
Gas Gathered——MMBtu/day cee e . I',-‘ 247,537 142,444 . 33,147
Gas Processed—MMBtu/day .................. e li ! 31,833‘ -30,6]3 T 13412

» Acquisitions In Sept?mber 2006, our. mid-stream operations closed thel acquisition of Berkshlre Energy -
LLC., a private company for an adjusted purchase price of $21 7 million. The principal tangible assets of the
acquired company consist of a natural gas processing plant' a natural gas gathenng system with 15 mlles of
pipeline, three field oompressors and two plant compressors. This purchasef had an effective date of July 31,
2006. The financial results of this acquisition are included in our statement]of income from September 1, 2006 .
forward with the results for the penod of August 1, 2006 through August 3 1[ 2006 included as an adjustmcnt to
thc purchase price. | . } ] . .

; M . l! ; .
Additional Informanon Further 1nformanon relatmg to our mid- stréam operations is contdmed in Notes ‘

1,2 and 10 of the Notes to Consolidated F1nanc1a1 Statemems in Item 8 ofy thl? report,

I .




VOLATILE NATURE OF OUR BUSINESS ' gl §

The prevailing prices for natural gas and oil significantly affect our revenues, operating results, cash flow

and future rate of growth. Because natural gas makes up the biggest part of our oil and natural gas Teserves, as -
Tl well as the focus of most of the contract drilling ‘work we do for others, changes in natural gas prlces have a!
o larger impact on us than changes in oil prices. Hlstoncally, oil and natural gas prices have been volatile, and we - Lo
expect them to continue to be so. The followmg table shows the hrghest and lowest average morllthly natural gas oo
"and oil prices we received by quarter, taking into account. the effect of our hedgmg activity, for each of the |
periods indicated: . i S s . SR ‘ ) J -
' B i
Average Monthly b f
Natural Gas ' - .“Average Monthly ;
. . Price per Mcl Oil Price per Bbl |
QUARTER ' High Low High Low ¢
2006: , ' . . _
17 £ P N vo...  $799 8613 858, 41 $51.74 -
Second ... il T FETE $ 606 $546 . $58. 99-‘- $54.45
Third -......... e T $ 674 $555 $6243 $55.35
Fourth ... . e $ 672 $450 §50. _56 $48.54
2005: l
First ......vviniiiiiann e $ 600 $539 347 95 $42.67
Second ....iiiiiiiii ST .. $695 $565 .$49.02 4330
TRIED .« oot e e $ 997 $695 $56. 92 $51.10"
Fourth ... .. ... ... i $1035 $9.33 - $56:11  $54.03
2004: ) ;
FAESE oottt e e e $ 548 $4.52  $31.51 $28.19
Second ... .. R [ $ 615 $524 $31.84 $30.34
Third . ... .. L SO S 5588 84427 $37.50 S3LM.

Fourth ... $ 665 $520 $3869 $32.44

Sy
Pt

Prices for oil and natural -gas are subject to wide fluctuations in response to relatively mmor changes mlthe gEK]
supply of and deiand for oil'and natural gas, market uncertainty and a varlety of addluonal factors that are '
beyond our control. These factors include: \ |

= political COl‘ldlllOllS in oil producing regions, mcludmg the Mlddle East, ngena and Venezue]a i

*  the ability of lhe members of the Orgamzauon of Petroleum Expomng Countries to agree to and .

maintain oil price and production controls; ‘ )
»  demand for oil and natoral gas from other developing nations including China and lndii‘a;
+  the price of foreign imports; ' :

«  actions of governmental authorities; E
q

»  the domestic and foreign supply of oil and natura! gas;
*  the level of consumer demand; ‘
« United States storage levels of natural gas;
*  the ability to transport natural gas or onl to key markets;
+  weather conditions; =~ . »
»  domestic and foreign govemmem reglrlatrons

= the price, avallabllny and acceptanee of alternative fuels; and

. overall economic conditions.




steadily 1ncreased over 2005

dnllmg services is uncertarn . e S | 1 A T

i
| i
, These factors and the volatrle nature of the energy markets make it mppssrble to predlct the future prices. of
oil and natural gas, You are encouraged to read the Rtsk Factors discussedin Item 1A of thls report for addmonal

[l ! ' HE

risks thal can impact our operatlons P Lo e b
i . "ir L 4w e, T 4

] S
‘ | ' j B f: ' ‘

T
Our contract dnlhng opi:ratlons are dependent on the level of demand rn our operating markets. Both’ short-} ¢
term and long-term tr'ends injoil" and natural- gas pnces affect demiand.- Beclise oil and natural'y gas prices are .t
volatile, the level of demandjfor our servrces can also be volatrle Both den:tgnd for our dn]lmg rigs‘and dayrates1
sand the first three quarters of 2006 before declmmg late in the fourth quaner of
2006. In* January 2005 ‘the average dayrate for our dnlllng ngs was $9,994 | Rer day with 2 97% utilization rate. In*
December 2006, our average dayrate was $19 930 with an 88% utilization rate The decrease in unlrzatlon dunng

it
the fourth.quarter was, in-part, due to the declme in the price of natural gas as well as concerns regarding future |

3 : g
demand for natural gas on; thp part of our customers. Since short-term and long-term trends in oil and natural gas
prices afféct the demand for our drilling ngs 'the future demand for.and the dayrates we will receive for our -~ +.
" Our mid-stream’ operanons provide us greater ﬂextblhty in del:venng our, (and other partles) natural gas
from the wellhead to major natural gas pipelinés. Margins recgived for the delivery of this natural gas is )

i :
B dependent on the pnce for orll natural gas and natural gas liquids and the demand for natural gas.in our area of : ‘

‘.
N

“operations. If the prrcle of natural gas liquids falls without a corresponding decrease’in the cost of natural gas, it

11§
may become uneconomical to us to extract certain natural gas liquids. The volumes of natural gas processed are»

) i
hlghly dependent on the volume and Btu content of the natural gas gathered : [" | T Cod
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we do in the exploratton for and productton of o1l and natural £as.

~ .. Our mid-stream operations compete with purchasers and gatherers of all types andmzes including thor.e i

_conflicts of interest will exist and it is ot possible to entirely eliminate these conflicts. Addmonally, contlicts of l

COMPETITION S ' s 1

All of our businesses are hlghly competitive and pnce sensmve Competmon in the land colntract dnlhng
business traditionally mvolves factors such as price, efficiency, condmon of equipment,. avallabrhty of labor and
equipment, reputation and customer relations. Some of our land contract drrllmg competitors-are. substanually 3
larger than we are and, huve greater resources than we do.; : '

Our oil and’ natur.tl gas operattons hkew:se encounter strong compeutton from other oil compames Many of

these compemora have greater financial, technical and other resources than we do and have more expenence than : e
Nk - ’

IS

ot croor U ER

L
affiliated with various producers, other major plpelme companies, as well as indepéndent gatherers for the right
10 purchase natural gas, build gathering systems in- production fields and deliver the natural’ gas once the |

gathenng t;yqtems are estabhshed The principal éléments of competition include the rates, terms and availability
of services, reputat1on and the flexnbthly and rel1ab111ty of service. : Lo

' . -

-l
As dtscussed elsewhere in. thls report, throughout 2005 and 2006 all of our operatlons experlenced ‘;trong o
competition for qualified labor. If demand for our services and product-i continue at the levels experienced during’
2005 and 2006, we anticipate this competmon w111 also, contmue _ _ . Cae B .

OIL AVD NATURAL GAS PROGRAMS AND CONF LICTS OF INTEREST , } SR

Unit Petroleum Company serves as the general partner of 12 orl and gas ltmtted partnersh1ps Three of these -
partnerships were formed for investment by third parttes and niné-(the employee parmershtps) were formed to '
allow our employees and directors to participate | ‘with Unit Petroleum Company in its operauons* The ol ' :
partnerships formed for use in connection with thtrd party mvestments were formed in 1984 4nd' 1986. One
employee pannershlp has been formed each year beginning with 1984, e "‘ e X ’ 4‘ : ‘
The employee partnerships formed in 1984 through 1990 were consolldated mto a smgle consoltdatmg l
partnership in 1993 and the employee partnerships formed in 1991 through 1999 were also consolldated mtoI the
consolidating partnerslup in 2002. The employee partnerships each have a set annual percentage](rangmg from '
1% to 15%) of our mterest in'most of the oil andinatural gas wells we drill or acqulre for our own account durmg i
the year in which the partnershtp was formed. The total interest the parttcrpants have 1in our oil and natural gas

wells by’ pamc1patmg in'these partnerships does not exceed one percent of our 1nterest in the wells ) S i

Under the terms of our partnership agreements the general partner has broad dlscrenonary authonty 1o manage L -
the business and operanons of the partnership, including the authority to make decisions regarding thé partnershtp ) : ’ o
participation in a drilling location or,a property acquisition, the partnership’s expendnure of funds and the d1§tnbuuon
of funds to*partners. Bec ause the busmese activities of the limited partners and the general partner are not the same

interest may arise when we are the operator of an oil and natural gas well and also provide contract dnllmg servicés. ln -
these cases, the drilling operations are conducted uhder drilling contracts containing terms and conditions comparable i

to those contained in our drilling contracts with non -affiliated operators. We believe we fulfill our reslponmblhty o

each contracting pany and comply fu]ly with the tenm of the agreements which regulate these conﬂtcts .

!
These pannershtpq are further descnbed in Notes I'and 7 to the Consolidated Fmancnal Statementq in ltem 8
of this report. ' . l Lo

& -

EMPLOYEES R

1 - . -

As of February 16, 2007 we had approximately 2 567 employees in our land contract dnllmg operanom 138
employees in our oil and natural gas exploration operauonq 49°employees in our mid-stream operatlons and 92 in our
general corporate area. \Ione of our employees are, ‘members of a union or labor organization nor have our operations
ever been tnterrupted by a strike or work stoppage: “We cons:der relations with our employees 1o be satlsfactory |

B | ’




'in 1985, the FERC adopted regulatory changes that have srgmﬁcantly altetl'ed the transportation and marketing of

: 1!
. operates separately from thejtransporter and in direct competition with all olher merchants. As a result of the |

T, ST

; - GOVERNMENTAL REGULATIONS
: !

Various state and federal regu]auons affect the productton and sale of 0|I and hatural gas. All states in WhICh

we conduct acuvmes 1mpose restrictions on the dnlhng productton transportdtlon and sale of oil and natural

gas. . - b t o ' R } l

i

Under the Natural Gas Act of 1938 the Federal Energy Regulatory. Commlssmn (the “FERC”) regulates the
interstate tramportatton and the sale in interstate commerce for resale of natural gas. The FERC's jurisdiction
over interstate natural gas sales has been substanualIy modified by the Natural Gas Policy Act under Wthh lhe
FERC continued to regulate the maximum sellmg prices of certain calegones of gas sold in “first sales”
interstate and mtraqtate commerce Effective January 1, 1993, however, thé}Nhtural Gas Wellhead Decontrol Act
{the “Decontrol Act”) deregtltlated natural gas prices for all;“first sales” ofwnalhral gas. Because “first sales”
include typical we]lhead sales by producers, all natural gas produced from our natural gas propertiés is sold at
market prices, Qubject to the terms of any private contracts which may be m’ef fect. The FERC’s jurisdiction over
natural gas tranﬁpoﬂgttron is not affécted by the Decontrol Act. , f : '

‘ ; - . ,; .

Our saies ofnatural gas will be affected by- mtrastale and interstate gas transportation regulation. Beginning

natural gas. These changes are intended by thc FERC to foster competmon by, among other things, transforming
the role of interstate plpehne companies from wholesale marketers of natur“a'l gas to the primary role of gas
transporters. All natural gas marketing by the plpelmes 1s required to dlvestl to a marketing affi liate, which

various omnibus rulemakmg proeeedmgs in the ldte 1980s and the 1nd|vrddg] pipeline restructuring proceedings
of the early to mid-1990s, the interstate ptpehne‘; must provide open and nondrscnmmatory transportauon and .
transportdtton -related services o all producerq matural gas marketing companies, local distribution companies,
industrial end users and other customers seeking service. Through similar o’r'ders affectlng intrastate pipelines
that provide similar mterstat:e services, the FERC expanded the impact of open access regulations to intrastate
commerce, ) _ : - o !

' +

. FERC has pursued other pohcy initiatives lhat have affected natural gas marketing. Most notable are (1) the
large-scale divestiture of interstate pipeline-owned gas gathering facilities tlo affiliated or non-affiliated
companies; (2) further development of rules'governing the relationship of the ‘pipelines with their marketing
affiliates; (3) the pubhcatton ‘of standards relating to the use of electronic bulletm boards and electronic data * |
exchange by the ptpehnes to make available, transportation information on 2 ti timely basis and to enable
transactions to occuq ona purely electronic basis; (4) further review of the”t!lole of the secondary market for
released pipeline capacity and its relationship to open access service in the; Hnmary market; and (5) deve]opmenl
of policy and promulgation of orders pertalmng to its authorization of market: -based rates (rather than traditional
cost-of-service based rates) for transportation. or transportation-related Serv1{t:es upon the pipeline's demonstration . .
of lack of market control in the relevant service market. We do not know what effect the FERC’s other activities
will have on the access 1o markets the fostering of eompetmon and the COT of domg business,

. ) AV - . | R

As a result of these changes, sellers and buyers of natural gas have gamed direct access to the particular
pipeline services they need c‘lmd are better able to conduct business with a hirger number of counter pames We -
believe these changes generdlly have lmprD\'Cd the access 10 markets for naluml gas while, at the same time,
substantially i increasing competmon in the naturnl gas marketplace, We canot predict what new or different
regulations the FERC and other regulatory agencres may adopt or what effectiqubsequent regulations may have
on producuon and marketmg of natural gas from our propemes ]‘

In the past Congress has been very active in the area of natural gas regulatlon However, as discussed |
above, the more recent trend has been in favor of deregulation and the pro’motton of competition in the natural -
gas industry. Thus, m addmon to “f' rst sales” deregulation, Congress alsolé:epealed incremental pricing
requirements and natural gas use restramts previously apphcable There arelother legislative proposals pending in
' ' :; : .,l | '

: ; _ : 12 ' ‘l 1
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natuml gas by us cannot:be predlcted

i
the Federal and State legislatures which, if enacted, would significantly affect the petroleum industry. At the:
present time; it is impossible to predict what proposals, if any, might actually be enacted by Congreqs or the
various state legislatures and what effect, if any, these proposals might have on lhe production and marketing of
natural gas by us. S:mllarly and despite the trend toward federal deregulation of the-natural gas mdustry whether
or to what extent, that trend will continue or what the. u]umale effect will be on the. producuon and marketing;of

+

Our sales of oil and naturat gas liquids are not regulated and are at market prices. The price received from
the sale of these products will be affected by the cost of transporting the products to market. Much of that
tranqponauon is through interstate common camer plpelmeq Effective as-of Janudryll,:l995 the FERC \
implemented regulatlons generally grandfalhermg all prewous]y approved interstate transponauon rates and 1
establishing an mdexmg system for those rates by which adjuslments are, made annually.based on thé rate of |
inflation, subject to certain conditions and hmltatlom. These regulauons may tend to increase the cost of l :
transporting oil and natural gas liquids by mlerstate pipeline, although thie annual ad]uqtmenls may result in.

- decreased rates in a gwen year. These regulallons have generally been approved on judicial rev:elw Every ﬁve
“years, the FERC will examine the relationship. between the annual change in the applicable index and the actual
cost changes expenenced by the oil pipeline industry. We are not"able to pred:ct with certainty what effect, if
any, these relatively new federal regulations or the periodic rev1ew of the index by!the FERC w1I1 have on us:

|

Federal state, and local agencies have promulgated extensive rules and regulations apphcable to our oil and
natural gas exploratlon production and related operations: Oklahomd Texas and-other states reqmre permits for
drilling operations, drilling bonds and the filing of reports concerning operauons and impose other requirements
relating to the exploratlon of ‘'oil-and natural gas. Many states also have’ slalules or regulatxonq addreesmg '
conservation matters mcludmg provisions for the!unitization. or pooling of ‘oil and natural gas, propemes the !
establishment of. maxnmum Tates of production from o:l and natural gas wells and the regulation of spacing, _
plugging and abandonment of such wells. The slatutes and regulauons of-some states limit the rate at which oil
and natural gas is produced from our properties. The federal and state regulatory burden-on the onl and natur.l]
gas industry increases our cost of doing business and affecm our profitability. Because these rules ‘and regu]atlonq
are amended or remterpreled frequently, we are unable to pred:ct the future cost or impact of complymg with .
those laws. . -

.
Tt :

1 .
‘ . SAFE HARBOR STATEMENT
{ - i . A P R |
This report, mcludlng mformatlon mcluded in, or incorporated by reference from future fi lmgs by us wnth

the SEC, as well as: mfor'rnatlon comamed in written material, press releases and oral statements lissued by or on
our behalf, contain, or may contain; certain stalemems that are “forward-looking statements” ! within the meanmg
.of federal securities laws. This report modifies and qupersedeq documents filed by us-before this 1report In
addmon certain mformatlon that we file with the SEC in-the future will automatically.update and qupersede

. i
*. information contained-in thls ‘report. All statements, other than statements of historical facts, mcluded or

incorporated by reference in this report, which address activities, events or developments which’ \ye expect or.
ant1c1pale will or may occur in the future; are forward-looking statements. Fhe words.“believes,”“intends,”

“expects,” “anticipates,” “‘projects,” “estimates,” “predlcts and 51m|lar expressions are used [o identify forward— :

lookmg statements ‘ - S - |

' |

These forward-looking statements include, among others, such things as:
. the amount and: vnature of our future capital expenditures;

«  the amount of \jvlve!]s we plan to drill or rework;
+  prices for oil and natura] gas;

w*  demand for oil and natural gas; Lt




*  our exp]oratlon prospects : i

.+ the cstlmates of our proved oit and natural gas reserves;
*  oiland natural gas reserve potentml
deve]opment and infill drilling. potent1a1

.«7 our dnllmg prospects;

‘

-
e T TR

+

. ‘expansion and oth_er development’trends of the oil and natiral ggs i :

ms
S
j=9
f=
7
—
4

s .. our busine;ss strategy; o

. productlon of il and natural gas reserves;

. growth potentlal for our mid- stream operatlons

v

cquire; . +

[*h

. gathenng systems and processmg plants we plan o construct or,
. volumes and prices for natural gas gathered and processed

. expansroniand growth of our busmess and operattons and

w - —— -

¢ -demand for our dnlhng rigs and dnllmg-ng rates. i

These. statements are based on certam assumptions and analyses made by us in light of our expenencc and

our perception of hlstoncal Itrends current conditions and expected future id'evelopments as well as.other factors
we believe are appropriate;: in the circumstances. However, whether actuali resulis and developments will conform
to our expectations and predlctlons is. subject to a number of risks and uncertalntles which could cause actual
results to dlffer matenally from our expectatrons mcludmg i

AT
B F.d e L ..
*  the nsk factors drscussed in this report and in the documents we“lnciorporate by reference;

i
. general economlc% market or busmess condmons ! |

|
s
i
'

!

« the nature or lack tof business opportumtles that we pursue L

.
4

'
|
f
. |
LI demand for our land drilling serv1ces |
i I

e changes m laws or regulatlons and !
. ! \j : ' . .
. other factors most of whrch are beyond our control. . i ! . N
i i .

i

._You'should not place undue rehance on any of these forward-lookmgﬂ!statements Except as required by law!
we dlSClallTl any current mtent:on to update forward-lookmg information and: to release publicly the results of any
future revisions we may make to forward-looking statements to reflect events or circumstances after the date of
this report to reﬂect the occurrence of unant:crpated events. - ; 1 Co : -

In order to help provrde you wrth a more thorough understandmg of the pos‘nble effects of some of these 2
influences on any forward llookmg statements made by us, the following dlscluss1on outlines some {but not all) of
the factors that in the future could cause our 2007 consolidated results and’ beyond to differ materially from those
that may be presented in any such forward- lookmg staternent made by or on pehalf of us. L ok

Oil and Natural Gas il’nces The § pnces we receive for our oil and natural gas productlon have a direct ; I
impact on our revenues proﬁtabdrty and our cash flow as well as our abi lty to meet our projected financial and
operational goals. The prices for natural gas and crude oil are heavr]y dependent on a number of factors beyond

our control, 1nclud1ng

+

+ the demand for oil and/or natural gas; {[ !
. h

i .

*  current weather condmons in the connnental Umted States {w lJ‘ch can greatly 1nﬂuence the demand for
-natural gas at any given time as well as the price we receive for such natural gas); :

l

b

‘\ Car
"1

i

»  the amour‘ltt and trmmg of liquid nratural gas imports; and '
¥ + . H 1
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P
‘lead to wide ﬂuctuatlons m the pnces wereceive. .

“and Analysis of Fmancral Condrtlon and Results of Operatlon section of this report contarned in Itern 7.

1 r

*  theability of current, dlstnbutlon systems in the United State§'to effectively meet the demand for 011

and/or natural gas -at any given time; partlcularly in tlmes of peak demand whrch may result because of .

adverse weather conditions. A i . v o -}. K
. . i

Oil prices are extremely sensrtrve to forergnirnﬂuences based on polmcal socral or econonuc underplnnmgs
any one of which could have an 1mmed1ate and significant effect on the price and supply of oil: In addition, | -
prices of both natural gas and oil are becoming more and more influenced by tradmg on; the cornrnodmes markets

which, at times, has tended to increase the volatility associated with these prices resultlng, at t1mes in large |

" differences in such prices even on a 'week-to- week and month-to-month basis. All of these factors, especrally|

when coupled with the fact:that much of.our product prices are determined on a daily:basis, can; ‘and at tlmes do,
. . FE S S
. P u \

‘Based on our 2006 productron a $0.10 per Mcf change in what we recelve for our natural gas productron
would result'in a corret.pondmg $344 000 per month ($4 1 mrlhon annualized) change in our pre[ tax operating
cash flow..A $1.00 per barrel change in our oil price would have a $1 13.000 per month ($1:4 mrlhon annuahlzed)
change in our pre-tax operatmg cash flow. Duiring 2006 substantrally all of our natural gas and crude oil volumes
were sold at rnarket responswe prices. | . o L { - ‘| :

In order to reduce our éxposure to short-term fluctueations in the price of oil and natural gas“ we sometm’res
enter into hedging arrangenients such as swaps ‘and collars. Our hedging arrangements apply to only a portron of
our production.and provide: only partial price protéction against declines in oil and natural gas‘prices. ' These"
hedgmg arrangements may expose us to risk of financial loss and: limit the benefit to us of futuret increases in:
prices. A more thorough discussion ‘of ‘our hedgmg arrangements is’contained in the Management’s Dlscussmn

i R

Dn!lmg Customer Demand Wlth the exception: of the drllhng we do for our own account the dernand for {

our drilling servrces depends entirely on the needs of third partles Based on past history, these partles o } o
requirements are’ subject to a'number of factors, independent of-any subjectivé factors, that dlrectly impact the"
demand for our drilling 1 ngs These factors include the availability of funds to carry out their dnlhng operatlons

For many of these partreb sevenif they have the funds available, their decrsron to spend those fudds is often based

.on the'thén'currént prices: for oil and natural gas: ‘Many of our customers‘are small'to mid-size or! and natural gas

companies whose dnlhng budgets tehd to be susceptible to the influences of current price fluctuatlons Other v

factors that affect our abllrty 0 work our drilling rigs are: the weather which, under adverse circumstances, can

!
delay or even cause thc abandonment of a pro;ect by an opérator; the competition faced by usin securrng the

award of a dnlhng contract m a grven area; our expenence and recognition in a new market area, and the i
'avallablhty of labor to operate our drlllmg rigs. . o | ‘

1

Uncertamty of Oil and Natural Gas Reserves. . There are nimerous uncertainties’ 1nherent in: estlmatmg i

i
quantities of proved reserves and theu values, mclndrng many factors beyond our ¢ontrol! Thé orl “and hatural gas

Lreserve mformatron mcluded in. thrs report represents on]y an estlmate of these reserves. Oll ‘and natural gas |

F

Teservoir engmeenng ish subjectrve and an inexact process of estrmaung underground accumulatlons ‘of 6il and‘“
natural gas that cannot ble measured in an exact manner Estrmates of economrcally recoverable orl ahd natural ™
gas Teserves depend on a number of variable factors, 1nclud1ng hlstorlcal productlon from’ the area compared'wrth
prodnctron from other’ producmg areas “and assumptrons conCerning; ‘ S IR

*  reservoir.size;

« the effects oi regulatlons by govemmental agencies; £ R A

.« future 011 and natural gas pnces

« . future operatmg costs;

*  severance and excrse taxes;
*  development costs ‘and- R A e .Vt :

*  workover and remedral costs. - 3 : CE P -
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. times may vary substantlally Accordingly, oil and natural gas reserve estnnates may be subject to périodic

| S

it
..Some or.all of these- assumptlons may. ‘vary considerably from actual results. For these reasons estimates of

[
“the economlcally recioverable quantmes of oil and natural gas attributable to any particular group of properties,
-classifications of those oil and natural gas reserves based oh risk of recovery, and estimates of the future net cash

flows from oil and natural gas reserves prepared by different engineers or by the same engineers but at different!
!
downward or upward adjustments. Actual producnon revenues and expendltures with respect toour oil and ‘
natural gas reserves will hke]y vary from estimates, and those variances may be material.
] 1 .
. ‘ i, '

The information regardmg discounted future net cash flows 1ncluded in thls report is not necessanly the

: !
~ current market value of the estimated oil and natural gas reserves attnbutable to our properties. As required by

] 7
the SEC, the estimated CllSCC;l.lnted future net cash ﬂows from proved oil antll natural gas reserves are determined
based on prices and costs as of the date of the estlmate Actual future prlces and costs may be matenally hlgher:
or lower. Actual future net cash. ﬂows are also affected m part, by the followmg factors ! -

4
[

+ the amount and t1m1ng of oil and natural gas productlon ;
; - * supply and demand for o1l and natural gas - % ‘ '
"« increases or decreases in consumptron' and l T RS

e _changes m|govemmental regulations or taxanon i l ' T '

) :,
In addmon the 10% dlSCOLll’lt factor requlred by the SEC for use in ci'"lculatmg dlscounted future net cash -
flows for reporting. purposesl 1s not necessanly the most appropriate discount factor based on interest rates in

i
effect from time to time and, ithe rlsks assocrated wnh our operatrons or the]cnl and natural gas 1ndustry in general

We perlochcally' rev1ew[the carrying value of our 011 and natural gas propertles Under the full cost

i,
accounting rules of the SEC: : Under these rul;es capltahzed costs of provedlﬁll‘land natural gas propemes may not’
exceed the present value of estimated future net revenues from proved reserves, discounted at 10%. Appllcatlon

; 1
of this * ‘Ceiling test” generally requires pncmg future revenue at the unesca]ated prices in effect as of the end of * |

Qi
each fiscal quarter and requires a write- down for aecountlng purposes if we exceed the ceiling, even if prices are

*" depressed for only a Short pelrtod of time. We may be required to write down. the carrying value of our oil and |,

i ¥
natural gas properties when oil-and natural gas prices aré dépressed or unuls.iHally volatile, If a write-down is . :
required, it would result in alcharge to earnings but would not impact our cash flow from operatmg actlvmes '

Once incurred, a wnte—down of oil and natural gas propertiés is not reversible! - -

[
l

We are contmually identifying and evaluating opportumtres to acqmre 011 and natural gas propertles oty

! 1
including acquisitions that would be significantly larger than those we have consummated to date. We cannot

Hiz iy
_assure you that we will successfully consummate any acqulsmon that we w1lllbe able to acquire producing oil

and natural gas, propertles that contain economlcally recoverable reserves or that any acquisition will be
profitably 1ntegrated -into our operations. i coLe

N-;, Debt and Bank IBor'rrmm'tg We have mcurred and currcntly expect to contmue to'incur, substantlal
working capital expendltures because of the growth in all of our operations; lH1st0ncally, we have funded our

- working capltal needs through a combmatlon of internally generated cash flow and borrowings under our bank | l

credit facrhty We. ha've alsol from time to time obtamed funds through equ1ty financmg We currently have, and
will contmue to have’ a certain amount of mdebtedness At December 31, 2006 our. outstandmg iong term debt
was $1]’4 3 mrlhon ‘ ‘ ‘ ST ] , . . ,

Our level of debt the cash ﬂow needed to. satlsfy our debt and the cov%nants contained in our bank credit
facility could: - | -~ .5 . o - '

i il L
«  limit funds otherw1se avallable for ﬁnancrng our capltal expendltures, our drilling program or other
act1v1t1es or cause us to curta1l these act1v1t1es ’ . . ; . : . S

Lt | ' i

v hmrt our flexrblhty in planmng for or reacttng to changes In our busmess

}
v
[

. place usata competltlve dlsadvantage fo those of our competltors that are less indebted than we are;

‘

L.
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. make us more vulnerable during penods of low oil and nalural gas pnces or in the event of a downturn
in our busmest and “, [ : : ‘ : ; y
¢+ prevent us ftom obtammg “additional financing on accepiable terms or llmlt amoums avatlable under

our exlstmg or any future credtt facrhtles ’ o i
'.“"r sl }-'t .~ - - - s

" Our abtllty to meet our debt obhgatrons depends on our future performance. If the requtrementq of our |
) mdebtedness are not sausﬁed a default could be deemed 1o occur and our lenders would be entttled to accelerate
the payment of the outstandmg mdebtedness 1f that were to occur, we would not have sufﬁcrent funds available
and probably would not be: abler to obtaln the financing required to meet our obhgatlons
PR .

The amount of our’ exrsttng debt as well as our future debt is,toa large extent ‘a function of the cosis .
associated w1th the projects we undertake at any given time and-of our cash flow. Generally, our normal
operating costs’ are - those incurred as a result of the drilling of 0il and natural gas wells, the acqursmon of
producing propertles the costs associated with the maintenance or expansion of our drilling rig ﬂeet and thé

'operauons of our natural gas buymg, selling, gathering, processing and treating systems. ;To. some extent, these
costs, particularly the first two items, are discretionary and we maintain a degree of control- regardmg the timing
or the need to actually incur them, However, in some cases, unforeseen circumstances may arise,.such as in the
case of an unanuerpated opportumty to make a large acquisition or the need to replace a costly drtllmg rig
component due to an. unexpected loss,,whtch could force us to incur: increased debt above that whtch we had
expected or forecasted Ltkew1se if our cash flow should prove to'be insufficient to cover our. current cash .
" _requ1remems we would need to. mcrease our debt either through bank borrowings or otherwise.” 1 .
|
In February‘ZOOS we entered fnto an interest rate swap to help manage our exposure to pos}s1b]e future
‘interest rate; mcreases The coniract swaps $50.0} mtllron of variable rate debt to fixed and covers the period from
March |, 2005 through .]anuary 30 2008. The fixed rate is 3.99%. A more thorough discussion of our hedgtng or
swap arrangements is r,ontamed in'the Management s Discussion and Analysrs of Financial Condition and |

Results of Operation SLCllOn of thts report contained in Item 7. I
) EXECUTIVE OFFICERS -
The table below and accompanymg text sets forth certain mformatlon as of February . 16 2007 concerning

each of the executive ofﬁcers of the company as well as certam ofﬂcers ‘of our subsidiaries.’ There were no
arrangements or understandmgs between any of the officers and any other person(s) under Wthh the officers

'

|
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were elected. ; ‘ . ;o {
Name Ty Age : ' - ‘\Posmon Held , t |
L ' | el
Larry D. Pinkston . .. i .... 52 Chief Executive Officer since Aprtl l 2005 Director smce January 15*
) .

2004, President since August 1, 2003, Chief Operatmg Ofﬁcer since
February 24, 2004, Vice Presrdent and Chief Financial, Officer from May

o 1989 to February 24, 2004 .., 1. i
fMéfri( E.'Schell :..... .....- 49 Senior Vice President since December 2002, General Coumel and :
T o > Corporate Secretary since January 1987 b 0

4
Davrd T. Memll ...... s . 46 Chief Financial Officer and Treasurer since February 24 2004, Vice'
T President of Finance from August 2003 to February 24, 2004

t

‘:"B’rad'J. Guidry ....... t:... 51 Senior Vice President, Unit Petroleum Company since March 1, 2005 ‘

‘ john Cromling ....... ’ L 59, Executive Vlce President, Unit Dnllmg Company since Apnl 15, 2005

| A

Robert Parks . : L .......... - 52 Manager Superror Plpelme Company, L.L.C. since June. 1996

Mr. Pinkston ]OlnLd the’ company in December, 1981 He had served as Corporate: Budget Drrector and
Assistant Controller before being: appomted Controller in February 1985. In December 1986 he; was elected
) . . W N '
e 17° _ . %
' | |

1




Treasurer of the company and was elected to the position of Vice Presrdent and Chief Financial Officer in May,
1989. In August, 2003, he was elected to the position of President. He was e]ected a director of the company by
the Board in January, 2004. In February, 2004, in addition to his position as; Presrdent _he was elected to the
office of Chief Operating Ofﬁeer In April 2005, he also began serving as Chref Executive Officer. Mr. Pinkston
holds the offices of Pres1dent Chief Executive Officer and Chief Operaung Officer He holds a Bachelor of
. Science Degree in Accountmg from East Central University of Oklahoma. lrf .
whal

Mr. Schell _|o1ned the company in January 1987, as its Secretary and Ge|neral Counsel In December 2002, |
he was elected to the additional position as Senior Vice President. From 1979 until joining the company,
Mr. Schell was Counsel, Vice President and a member of the Board of Drrec!tors of C&S Exploration, Inc. He
received a Bachelor of Science degree in Political Science from Arizona State Un1vers1ly and his Juris Doctorate :
degree from the Umversrty of Tulsa Law School. He is a member of the Oklahoma and Amencan Bar
Association as well as bemg\a member of the American Corporate Counsel

Mr. Merrill Jomed the company in August 2003 and served as its Vrce Presrdent of Finance until February * |
2004 when he was elccted to'the position of Chief Financial Officer and Treasurer From May 1999 through |
August 2003, Mr. Merrill served as Senior Vice President, Finance with TV Guide Networks, Inc. From July |
1996 through May 1999 he was a Senior Manager with Deloitte & TouchelLLP From Juty 1994 through July
1996 he was Director of Financial Reporting-and Special Projects for MAPCO Inc. He began his career as an
auditor with Deloitte, Haskinis & Sells in 1983, Mr. Merrill received a Bachelor of Business Administration

Degree in Accountmg from the University of Oklahoma and is a Certified Publlc Accountant.
|

Mr. Guidry joined Unit ’Petroleum Company in August 1988 as a Staff Geologrst In 1991, he was promoted
to Geelogic Manager. overseeing the Geologic Opérations of the company. ]ln January 2003 he was promoted to
Vice President of the West Division. In March 2005, Mr. Guidry was pron?oted to Semor Vice President of
Exploration for Unit Petroleum Company. From 1979 to 1988, he was employed as a Division Geologrst for
Reading and Bates Petroleur Co. From 1978 to 1979, he worked with ANRlResources in Houston. He began his
career as an open hole well lcl)ggmg engineer with Dresser Atlas Qilfield Servrces Mr. Guidry graduated from
Louisiana State University with a Bachelor of Science degree in Geology. l \

M. Cromling Jomed Unit Drilling Company in 1997 as a Vice- Presnderln |and D1v1s10n Manager. In April
2003, he was promoted to the position of Executive Vice-President of Drrllrﬁg for Unit Drilling Company. In
1980, he formed Cromllng Drlllmg Company which managed and operated dnllmg rigs until 1987. From 1987 to
1997, Cromling Drilling Company provided engineering consulting servrces and generated and drilled oil and
natural gas prospects. Prior to this, he was employed by Big Chief Dnllmgl for, 11 years and served as Vice-
President. Mr. Cromling graduated from the University of Qklahoma wrth’a Idegree in Petroleum Engmeenng '

. e e e .

Mr. Parks founded Supl.nor Pipeline Company, L.L.C.in 1996, When Supenor was acquired by the
company in July 2004, he continued with Superior as one of its managers and as its President. From April 1992 .
through April 1996 Mr. Parks served as Vrce-Pres1dent—Gathenng and Processmg for Cimarron Gas i
Companies. From December 1986 through Match 1992, he served as V1ce|-Pres1dent—Busmess Development for;
~ American Central Gas Companies. Mr. Parks began his career as an engineer with Cities Service Company in -
1978. He received a Bachelor of Science degree in Chemical Engineering from Rice University and his M.B.A. . [

i
|

1
from the University of Texas at Austin,
) 1 J . :
. i
Item 1A, Risk Facmrs E o ‘ W
There are a number of other factors associated with our business that could adversely affect our business.
L '}
The following discussion descrlbes the material risks currently known to usIl l-llowever additional risks that we do
not know about or that we currently view as immaterial may also impair our, business or adversely affect the |
value of our securities, You should carefully consider the risks described below together with the other . l
information contained in, or; mcorporaled by reference into, this report. * nif ¢ I
; [
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) l
0il and natural gas prices are volatile; and low prices have negatively affected our financial results
and could do so in the future. S L
' Our revenues operaung results, cash flow and future rate of growth depend substanually oLn prevailing:
prices for oil and natural gas H1stor|cally, oil and natural gas prices and markets have been volaule and they are
likely to continté to be volaule in the future. Any decline in prices in the future would’ have a negative impact on
our future ﬁnancml results Because our oil and' natural £as reserves are predormn.mtly natural gas, 51gmﬁcant
changes in natural gas pnces would have a pamcularly large impact on our ﬁnancml results | ‘
he 1
l . s .-— ‘
Prices for'oil and natural gas ‘are subject to wide fluctuations in response to relatlvely mmor ‘changes in'the
supply of and demand for oil and natural gas, market uncertamty and a vartety of addlttonal factors lhal are”’
beyond our comrol These factors include:

e EERS et

. pohtlcal COI‘[CllthI‘lS in oil producing regions, including the Mtddle East, ngena and Venezuela;

= -the ab1hty of the members of the Orgam?auon of Petroleum Exporting Countrres to agree on prices and
’ their abrllty to mam[am production quotas;

.+ the price oflo_rmgn oil imports * o S L et ;

«  actions of gov;ernmemal authorities;
}  actiops o governn

-t the domestic and'foreign supply of oil and natural gas; - LA
"« thelevel of cdnsurner_demand;
«  US. storage levels of natural gas;
. weather condmons

. domest_tc and foreign government regulations; e o T
o

. i N . o . - .
+ '~ -« the price, availability and acceptance of alternative fuels; and- - ., =. ;
<+ overalk gconomic condttto_ns. '

. ; ’ . - ll
These factors and the volatile nature of the energy markets make it |mp0551ble 10 predtct with any certamty
the future prices of oil and natural’ gas. " . : .:\ 1 L

: oot ' , i R B

Our contraet drllltng operauons depend on levels of activity in the oil and natural gasI xploratlon and
production industry. .- R . Eare

H LT '...- .
| R . 1

Our contract dnllmg operations depend on the level of activity in oil and natural gas explor:lttton and
productlon in our operating markets. Both short- term and long-term trends in oil and natural gaslprlces affect the
level of that activity. Because oil and natural gas. prtces are’ ‘volatile, the level of exp]orauon and producnon '
activity.can also be volatile. Any decrease from curient oil and natural gas prices’ would’ depress the level of |
exploration and- productton activity. This, in turn; would likely result i in 4 decliné in the demand for our dnllmg
services and would have an adverse effect on our contract dnllmg revenues, cash ﬂows and prof" E..lbllll’.y As a
result, the future demaiid for our drilling services is uncertain.” .

it i ot w5 l- . : - :l ‘.i

The mdustnes in which we operate are hlghly competitive; and many of our eompetltors have greater

resources than we do. -

_ b
7l o

3 a3 Wy K RN e ) o .
 The drilling 1ndustry in which we operate is generally very competmve Most drilling contracts are awarded
on the basis'of compeuuve btds “which may result in intense pnce competition. Many of our competttors in the
contract drilling industry havegreater financial and human resources than-we do, These resourcels may enable
them to better withstand periods of low dnllmg ng utilization, to compete more effectively on’ the basis of prlce

l‘ '
'
|
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and technology, to buJi]d newf driiling rigs or acquire existing drilling rigs an}d to provide dnllmg ngs more :
quickly than we do it periods of high drilling rig utilization, f,

\
. 1
| v

[
The oil and natural gas 1ndustry is also highly competitive. We compete in the areas of propeny acquisitions
and oil and natural gas exploration, development, production and marketmtgmwnh major oil companies, other
independent oil and njalural ‘gas concerns and individual producers and operators In addition, we must compete *
with ma_|or and indepéndent 01[ and natural gas concerns in recruiting and retmnmg qualified employees Many !
of our competitors in'the oil and natural gas industry have substantially- gre'?t;er resources than we-do.
|
Shortages of exllperlenced personnel for our contract drilling operatlons could limit our ability to meet
the demand for our serv1ces : _ h |_. . '
! . !
During perlods of mcrezfismg demand for contract drilling services, lhe llndustry may experlence shonages of
qualified drilling rig personnel During these penods our ability to attract and'retain sufficient qualified
personnel to market z}nd ope;ate our drilling rigs is adversely affected whlch}negatwely impacts both our '
operations and profitability. Operanonally, it is more difficult to hire quahﬁed personnel, which adversely affects
our ability to mob1hz$e mactlve drilling rigs in response to the increased de'rln’arlld for our contract drilling services.
Addltlona]ly, wage ratcs for dn]lmg personnel are likely to increase, resultmg in greater operating costs.

1

- Shortages of drill pipe, replacement parts and other related drlllmg rig equlpment adversely affect L
our operatmg results. i . i
I Mo
During periods of increaqed deémand for drilling services, the industry i}a? experienced shortages of drill
pipe, replacement parts and other related drilling ng equipment. These sho!nages can cause the price of these
items to increase s1gmﬁcantly and require that orders for the items be p]aced well in advance of expected use.
These price increases and delays in delivery may require us to increase capltlal and repairs expenditures in our
contract drilling segment Severe shorlages could impair our ability to operate our drilling rigs.
- i T e

COntinued groh'th through acquisitions is not assured. : |

Over the past several years, we have increased each of our various oplelxt'atllon segmems in part through
mergers and acqmsmons The land drilling industry, the exploration and dleq\;elopmem industry, as well as the gas
gathering and processmg mdustry, have éxperienced significant comohdap[clm over the past several years, and
there can be'no assurance thal acquisition opportunities will continue to be avaﬂablc Additionally, we are likely
10 conunue to face mteme competmon from other compameq for ava:lablelacqmsmon opponumtles I

| Co ol :
There can be ng assurance that we w1ll' . i
i
it

« beableto 1dent1fyismlable acquisition opportunities;
. have sufficient capltal resources lo complete addltlona] acquisitions;

| t

.. successful]y mtegrate acquired operatlons and assets; 1 JT
HE

. effectwely mdnage the growth and mcreased suze ! }‘ ¥

,‘

*  maintain the crews and market share to operate any future drlllmg r}gs we may acqmre or
. I[
. successfully 1mprove our financial condition, results of operatlons business or prospects in any

materml manner as a result'of any completed acqmsmon ‘{ J
! up
We may incur ;ubstantlal mdebtedness to finance future acquisitions anci also may issue equity securities or
convertible. secuntlels in cormecuon with any acquisitions. Debt service requt\:ements could represent a significant
burden on our results of oper.mons and financial condition and the issuancé of additional equity would be
dilutive to existing shareholhers Also, connnued growth could, stram our management operatlons employees
and other resources. }: l . St . \ . ) 4

i
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Successful achISIUOHS partlcularly those of oil and natural gas companies or of oil and natural gas .
properties require an assessment of.a number of factors many, of which are beyond our control. These factors
include recoverable reserves, exploration potenttal future oil and natural gas: prices, operating costs and potentlal
envtronmenlal and other liabilities. Such assessments are inexact and thelr accuracy is 1nherently uncertain.

. Our operatlons have significant capital requtrements, and our tndebtedness could have important

COI‘ISEQUEIICES t0 you. !

’

We have expenenced and expect to continue t0 experience subc;tanua] working capital needq because of the
growth in all of our operations. On February 16, 2007, our outstanding long-term debt was $160. 5 mtllton Our
level of indebtedness, the cash flow needed to sattsfy our indebtedness and the covenants governmg our

- indebtedness could: I - S . |

*  limit funds avatluble for ﬁnancmg capttal expendttures our drilling program or other activities or cause
us to curtail these activities; [t

*  limit our flexibility in pl'anning for, or reacting to changes in, our business; '
LT l i

*  place us at a compeunve disadvantage to some of our competitors that are lexq leveruged than we are;

¥
' L

, »  make us more vulnerable during periods of low oil and natural gas prices or in “the event of a downturn
in our business; and : ‘

. |
; . prevent us from obtatnmg additional ﬁnancmg on acceptable terms or limit amounts avarlable under
our existing or dny future ‘credit facilities.

. (e . ]
-~ B . r - M . i

iy ) .

[ ' . t

)

Our abthty 10 meet our debt.servtce and other contractual and contmgent obhganons will depend on our !
future performance In addition, lower oil and natural gas prices could result in future reductions in the amount
available for borrowing under our credit facility, reducmg our hqutdtty and even triggering mandatory foan
repayments, ‘ . '

N - - ,
.

Our future performance depends on our ablllty to find or acqurre additional oil and naliural gas
. reserves that are economtcally recoverable.
P} 2
In general, production from oil and natural gas properties decltnes as reserves are dep]eted with the rate of
decline depending on reservoir churactemtrca Unlesr. we successfully replace the reserves-that we produce, our
reserves will decline, resulting eventual]y in & decrease in oil and natural gas production and lower revenues and
cash flow from operations, Historically, we have succeeded in incteasing reserves after takmg productlon into
account through exploration and development. We have condiicted these activities on our existing oil and natural
gas properties as well as on newly ‘acquired properties. We may not be able to contmue to replace rleserves from
these activities at acceplable costs. Lower prices of oil and natural gas may further limit the kinds of reserves that
can economically be developed. Lower prices also decredse our cash flow dnd may cause us to decrease capital
i C expendttureq b :

g l.:‘I- : . ¥ . " 7 F '“

-';;‘-'- s, We are’ contmual]y tdentlfymg and evaluating Iopportumttes to acquire oil and natural gas properttes

including acquisitions that] woutd be significantly !arger than those consummated to date by us. We cannot assure

. you that we will succeesﬁt]ly consummate any acqu1srt10n that we will be able to acquire producing oil and

“ws. - natural gas propemes that contain economlcally recoverable reserves or that any acqu151t10n will be .profitably
o rntegrated ihto our operations.

. :

. - .
LT e ’ . = Tt o o - 1
o~ . ! . o - I

il ol

The compctttton for producmg 0|l and ndtuml gas prt)pertles is* mtense Thts competmon could mean that fo
acquire properties we will have to-pay higher prices and uccept greater ownershtp risks than' we have in the past.
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Our exploratton and production operauons involve a high degree of bu
could adversely affect'us. . : i : .’% !

Il
0

siness and financial risk which
, {

Exploratton and development mvolve numerous risks that may result lqll dry holes, the failure to produce 01l
and natural gas in commerCI;'al quantities and the inability to fully produce d}scovered reserves. The cost of
drilling, completing and operating wells is substantial and uncertain. Numerous factors beyond our control may'
cause the curtatlment delaylor cancellation of drilling operations, 1ncludmig: A . .

"+ unexpected drilliny conditions; . ' l)t
I ¥ i

e pressure of irregularities in formations; : 1y
*  equipment fatlure‘s or accidents; . l ]
. . 8
= adverse weather conditions; o t}l :
A

‘ i . i
. 'comphance with govemmental requ1remems and l b ‘i A .

[
. shortages or delayjrs in the avatlabtltty of drilling rigs or deltveryi clrews and the de]tvery of equipment.
} i C
A

Exploratory dn]hng ts'a speculative activity. A]though we may dlscllose our overall drilling success rate,
those rates may decltne Although -we may discuss drilling prospects that,we have identified or budgeted for, we
may ultimately not lease or\drilt these prospects within the expected time frame or at all. Lack of dnllmg success
will have an adverse effect on our future results of operatlons and ﬁnancnal cpndmon - o

|
Our mid- stream operauons involve numerous l’lSkS both financial and operauonal The cost of developlng
gathering systems and processmg plants is’ substantial and our ability to’ recoup these cost is uncertain. Qur .
operanons may be curtatled delayed or cancelled as a result of many lhmgs beyond our control, 1nclud1ng :

*  unexpected changcs in the dehverabtltty of natural gas reserves from the wells connected to the’
gathering systems ) . . ‘ - . ,

. 'ava1lab1hty of colmpeting pipelines in the area; : 3! R :

. P )
*  equipment failures or accidents;

-+ adverse weather condmons

]
-

ey,

. compllance wnthll govemmental requtrements
*  delays in the development of other producing propemes within'the gathering system’s area of

operatton and l o . o -~ - .

W o
odei'aled by other parties. As a result,y

. demand for patural gas and its constituents.

Many of the wells from which we gather and process natural gas ar
we have litle control over the operations of those, wells which can act o
wells may act in ways that are not in our best 1nterests : < W ‘

v
I

Y

=ondT ==

Our hedgmg arrangemeits might lnmlt-the:beneﬁt of increases ‘ib dil and natural gas prices. [
o i 5 -
In order to reduce our exposure to short- term fluctuations in the prlce of oil and natural gas we sometlmes
enter into hedgmg arrangements. Our hedging arrangements apply to only a poruon of our prodhiction and '
provide only pamal price protection against declines in 6il and natural gas pnces These hedgtng arrangements
ay expose us to i1'1sk of financial loss and limit the beneﬁt to us of i mcreas;:s in prices. S ;

!
¢

4
‘Estimates of our. reserves are uncertain and may prove to be maccurate, and oil and natural gas pnce

declines may lead ttl) an impairment of our oil and naturat gas aslsets
i i1
There are numerous uncerlamltes inherent in estimating quantities¢ of proved reserves and thelr values,
mcludmg many factors beyond our control. The réserve data represents! only estimates. Reservonr engineering i
’ o R Tl | . B :
‘ . T 22 H SR : o ’
! . i l

o R
! | : ";{r S )
: | R : i

| ; .

'nc:rease our risk. Operators of those | -

v
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subjective and inexact process of estimating underground accumulations of oil and natural gas lhal cannot be
measured in an exact manner. Estimates of economically recoverable oil and natural gas- rcserve‘; depend on a
number of variable factors mcludmg historical production from the area compared with producnon from- other
producing areas, and assumptions concerning; - .
. the effccls of regulauons by governmental agenctes
. future otl-and natural gas prices;- g
+
+  future operating costs;’ : < SR
.. severdnce and excise taxes; . ' - : b !
. development costs; and : : t

1
+  workover and remedial COsts.

Some or all of these assumptions may vary consrderably from actual results. For these reasons, f:sttmatcsl of
the economically recoverable. .quantities of oil and natural gas attrlbutable to-any: partlcular group of properties,
classifications of those reserves based on risk of recovery, and estimates of the future net cash ﬂows from
reserves prepared by different engineers or by the same engineers but at different times may vary lsubstantlally
Accordingly, reserve estimates may be subject to downward or upward adjustment.-Actual productlon revenues
and expenditures with respect to our reserves w1ll llkely vary from estimates, and those variances may be
material. : : : v

The information regardmg ‘discounted future net cash flows should not be con51dered as the current market
value of the estimated oil and natural gas reserves attnbutable to’our properties. As requm:d by the’ SEC, the
1
estimated d:scounted future net cash flows from. proved reserves are based on prices and costs as of the date of

the estimate, while actual future prices and costs may be materially higher or lower. Actual future net cash ﬂows

also will be affected by thc following factors o ‘} . ,” t o :
»  the amount and ummg of actual productlon ' '

*  supply and demand for oil and natural gas;
*  increases or decreases in consumption; and

»  changes in governmental regulations or taxation.

P S Y S
.

In addition, the 10% per year discount factor, which is required by the SEC to be used in calct?lating
discounted future net cash flows for reporting purposes, is not necessarily the most appropriate discount factor

based on interest rates in effect from time to time and risks associated with our operations or the orl and natural
gas industry in general, |
Wc pf:nodlca]ly review the carrying value of our oil and natural gas properties undor the full cost _
accountmg rules of the SEC Under these rules, capltallzed costs of proved o1} and natural gas propertles may not
exceed the present value of estimated future net revenues from proved reserves, dlscounted at 10% Iper year.
Application of the cellmg test generally requires pricing future revenue‘at the unescalated Jprices in Fffect as of
the end of each fiscal quarter and requires a write-down for accountmg purposes-if the' cetlmg 15 exoeeded even
if pnces were depressed for onIy a short period of time. We may be required to write down the'carrying value of
our oil and natural gas propertles when oi} and natural gas prices are depressed or unusually volatlleI If a write-
down is required, it would r1esult in a charge to earnings, but would not 1mpact cash flow from operatmg
activities. Once incurred, a write~ down of oil and natural gas propertles is not reversible ata later date
+
Our operatlons preselnt inherent risks of loss that, if not msured or indemnified agamst could
. adversely affect our results of operations. . ‘ = . MR L !
Co g .. . C |

Qur drilling.operations are’ subject to many hazards inherent in the dnlllng 1ndustry including blowout&..

' cratering, exploswns fires, loss of well control, loss of hole, damaged or. lost dnllmg equipment and damage or

23 ' |
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loss from inclement weather Our exploration and preduction and mid- stream operatlons are subject to these and
similar risks. Any ofithese events could result in personal injury or death, damage to or destruction:of equipment
and facilities, suspension of |operauons environmental damage and damage“to the property of others. Generally,
drilling contracts provide for the division of responsibilities between a dnllrng company and its customer, and we
seek to obtain indemnifi cauon from our drilling customers by contract for some of these risks. To the extent that
we are unable to transfer these risks to dnlhng customers by contract or 1ndemmf cation agreements, we seek '
protection from some of these risks through insurance. However, some 'risK$ dre not covered byi insurance and we;
.. cannot assure you that the i 1nsurance we do have or the indemnification agréements we have entéred into will

" adequately protect us against liability from all of the consequences of the hazards described above. The 7
occurrence of an evént not fully insured or indemnified against, or the failute of a customer to meét its :
indemnification obhgatronsf could result in substantial losses. In addrtlonuve cannot assure you that insurance - B
will be available to ¢over any or all of these risks. Even if available, the mghrance might not be adequate to cover
all of our losses, or we might decide against obtaining that insurance becza'nse[of high premiums or other costs.

v

l
In addrtlon we are not the operator of many of our wells. As a result ? our operating risks for those wells and

our ability to influence the operauons for those wells are less subject to or;r control. Operators of those wells may
act in. ways that are ot in our best interests. :J' : i f
! -

Governmental and environlnental regulations could adversely affectt our business.

Our business i§ sub]ect to federal, state and local laws and regulations on taxation, the exploration for and
development, productlon and marketing of oil and natural gas and safety rlrlratters Many laws and regulations ‘
require drilling penmts and govern the spacing of wells, rates of productloin,,preventlon of waste, unitization and
pooling of propertres and oIther matters. These laws and regulations have mereased the costs of planning, !
designing, dnllmg,‘mstalhng, operating and abandoning our oil and natural gas wells and other facilities. In
addition, these laws and regulanons and any others that are passed by the'] Junsdrctrons where we have
production, could llmn the total number of wells drilled or the allowable'p producnon from successful wells, Wthh
could limit our revenues | ’ ' f' o a

We are also subject ttl complex environmental laws and regulations adopted by the various jUI’lSdlCthﬂS
where we own or operate We could incur liability to governments or thlrd p'art:es for discharges of oil, natural |
gas or other pollutants into the air, soil or water, including responsibility for remedial costs. We could potenually
discharge these materials into the environmeat in any number of ways 1nc§luhl1ng the following:

¢ ‘from a well or drll]mg equlpment at a drill site; “ |I

+  from gathenng S) stems pipelines, transportauon facilities and stolrage tanks;

U
*  damage| to oil and natural gas wells resulting from accidents durmg normal operations; and

. blowouts, cratermg and explosions. ' f] '

M 1

-

‘Because the requ:rements imposed by laws and regulations are frequently changed, we cannot assure you ‘
that laws and regulatlons lenacted in the future, including changes to exrstmg laws and regulations, will not
adversely affect our busrness In addition, because we acquire interests 1n properties that have been operated m!
the past by others we may be llable for envrronmental damage caused by the former operators Wthh liability |
could be materlal l S o R ‘| |

Any future i[mplem'entation of pricecontr()ls on oil and natural gas would affect our operations. ot

{l '

Certain groups have asserted efforts to have the United States Congress Impose some fonn of price controls
on either natural gas,.oil or both. There is no way. at this time to know Yvhat result these efforts will have nor, lf
implemented, therr effect on our operations. However, it is possible thatithese efforts, if successful would serve
to limit the amount that we might be able to get for our future oil and natural gas production. Any future limits on
the price of oil and natural gas could also result in adversely affeetrng tl%'e demand for our drilling services.

* ‘ : . *

24 l,l

'

]
i
i
!
l

———




. Our shareholders’ rights plan and provisions of Delaware law and our by-laws and charter could

discourage change in control transactlons and prevent shareholders from receiving a premmm on
their mvestment. - - . ‘ o,

1

Our by -laws and charter provide for a classified board of directors with staggered'terms and authorizes the
board of directors to set the terms of preferred stock. In addition, our charter and Delaware law c‘cantaln '
provisions that i 1mpose restrictions on business combinations with interested parties. We have also adopted a’
shareholders’ nghts p]an Because of our shareholders’ rights plan and these provisions of our byt -laws, chaner
and Delaware law, persons considering unsolicited tender offers or other unilateral 1akeover propo‘;als may be
more likely to negotiate with our board of directors rather than pursue non-negotiated takeover attempts Asa

result, these provisions may make it more difficult for our shareholders to-benefit from transactlolns that are
opposed by an incumbent board of dlrectors

New technologies may cause  our current exploration and drilling methods to become obsolete,

resulting in an adverse effect on our production. ;

b
t

!

Our industry is subject to rapid and significant advancements in technology, ificluding the introduction of
new products and services using new technologies. As competitors use or develop new technelogies, we may be
placed at a competitive disadvantage, and competitive pressures may force us to 1mp1cment new tf:chnologles ata.
substantial cost. In addition, competitors may have greater financial, technical and personne! resources that allow
them to enjoy technological advantages and may in the future allow them to implement new technologu:s before
we can. We cannot be certain that we will be able to implement technologies on a timely basis or at a cost that is
acceptable to us. One or more of the technologies that we currently use or that we may implement!in the future
may become obsolete, and we may be adversely affected.

The results of our pperations depend on our ability to transport oil and gas productmn to key
markets. '

The marketablllty of our oil and natural gas productlon depends in part on the avallablllty, proximity and
"capacity of pipeline systems The unavailability of 'or lack of available capacity on these systems and facilities
could result in the shut-in of producing wells or the delay or discontinuance of development plans for propemes
Federal and state regu]atlon of oil and natural gas producuon and transportation, tax and energy polrc1e< changes
in supply and demand, plpcllnc pressures, damage to or destruction of pipelines and general- econormc condltlons
could adversely affect our ability to produce, gather and transport oil and natural gas.

|
During 2006, we derwed a significant portmn of our contract drilling revenues from a small number

of customers. The loss of any of these customers could have a material adverse effect en our financial
condition and results of operations. ' : ﬁ
' ' ' [
‘ l
During 2006, our 10 largest customers accounted for approximately 45% of our contract’ dnllmg revenues.
Chesapeake Operating, Inc! was our largest customer providing 10% of our total contract drllhng revenues
These customers may not continue to employ our services and the loss of any or 4 number of these large

customers could have a material adverse effect on our financial condition and resu.l_ts of operattons At

" December 31, 2006 and February 16, 2007, Chesapeake Operating, Inc. had 14 of our drilling rigs'under contract,

however we have been notified it expects to release seven of our rigs over the next 60 days. . i

If oil and natural gas prices decrease or are llmusually volatile, we may be required to také write-

downs of our ml and natural gas properties, the carrying value of our drilling rlgs or-natural gas
gathering and processmg systems.

According to the full cost accounting rules of the SEC, we may be required to write-down the c:arrying value
of our oil and natural gas properties when oil and natural gas prices are depressed or unusually volatile. If a

write-down is required, it would resuit in a charge to.our earnings. Once incurred, a write-down of oil and natural
gas properties is not reversible.
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We a:e a party to various lega] proceedlngs ansmg in the ordmary co

¥

Qur drilling equ1pment

]
|
I
|
I
f

transportation equlpment gas gathermg and proéessmg systems and other property

i
and equipment are camed at cost.' We are required to penodlcally test to see |f these values have béen impaired

I, )
whenever events or c;:hanges’ in arcumstances suggest the carrying amoun} :;nay not ‘be recoverable: If any.of
these assets are determined to be impaired, the loss i Is measured as the amount by which the carrying amount of

.
the asset exceeds ltqifalr value An estimate: of fair valuc 1s based on the best l'nformatlon avallable 1ncludmg

it

prices for similar assets. Changes in these eqtlmates ‘Gould cause us to reduce the carrying value of propeny and

equ1pment Once thése valu’es havé been reduced, they are not revers:ble
Itein IB. Uriresol-,:red St_qff Cc;}iz}ﬁehts.
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None. P e
o [ : | ;
Item2 - 'Propertifes o I . s .

The mformauon called for by this item was consohdated with and dnscl
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Legal P#mceedzizgs. .
§

operating results 05 cash’ ﬂuws

I
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|

6sed in connection’ with Item 1.
|

|

-
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Item 4. Submwfton of Matters toa Vote of Secunty Holders . ”] ‘ ! ) .
_ No matters w,ere submitted to our secunty holders durmg the fourth quarter of 2006,
4 ) ! e . ' l ' . .
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urse of our business, none of which, in

} . "
" our opinion, will result in ]udgments which would have a matenal adverse effect on our financial position,

.




o PART n e
Item:5. Market Jor the Regrstrant s Common Eqmty, Related Smckhalder Matters and Issuer Purchases of
- Eqmty Secunnes o .

Our common stock lrades on the New York Stock Exchange under Lhe qymbol ‘UNT.” The fo]]owmg table

1dentlﬁes the hlgh and low sales prrces per share of our common stock for the penods md1cated 3 -

. ' ‘ 2006 ‘ 2005
Quarter High Low ' High Low
FIESL £ oot e et L. $61.88 84876 $47.75 $33.79
S I $64.83 $50.74 $47.75 $35.20
TRIFA ..o e $60.13 $43.56 $56.44 $42.28
Fourth ........ e $5293 $41.38 $6000 $45.41

On February' 16, 2()07 the closmg sale price of our common stock, as reporied by the New York Stock -
Exchange was.$48.45 per share On that date, Ihere were approxrmdtely 1,404 holders of record.’

* We have never declared any cash dmdends on'our common stock and currently have no planq to declare
any. dividends on our common stock in the foreseeable future. Any future determination by our borard of dlrectors
to pay dividends on our common etock will be made only after considering our financial- condltlon results of l
operations, capital requirements ‘and other relevant factors. Additionally, our bank credit facility p!l'()h]bIIS the, °
payment of cash d1v1dends on our common stock under certain circumstances. For further information regarding .
our bank credit facrhty 5 lmpact on‘our abll:ty to pay dividends see “Our Credit Facility” under Itém 7 of this’ { . Co
report. . . S . |

. |
] 1 -

The following table prov1des mformatlon for Lll equity compensation plans as of the ﬁscal year ended _ IR
December 31, 2006, under which our equity secuntles were authorized for Issuance: f '

[ P .
* ¢ Number of Securities : : |
Remamlng Available for -

Number

Issued Upon Exercise of
Outstanding Options,
Warrants and Rights

of Securities to be

Weighted Average
Exercise Price of .
Qutstanding Options,
Warrants and Rights

" Future Issuance Under
Lqulty Compensation Plans
(Excludlng Securities
Reﬂeeled in Column (a))

Plan Category (a) (b) e
Equity compensation plans approved by o NI l
security holders (1y ....... RPN 607,348(2) $27.72 2,491,454(3) '
Equity compensation plans not approved : "
by security holders . ... .. ... PP = — Vb=
Total . ... ... ... o il 607,348 $27.72 2,49 1,454
(1) Shares awarded under‘all above plans may be newly issued, from the company’s treasury or acquired in the )

(2

3)

-of the shares are not 1ssued 0 a part:crpant shall lmmedlately become availablé for issuance.

open market, 4 P _ f

. :
| ' !
:

This number includes the followmg

381,350 stock optmns outstandmg under the company’s Amended and Restated Stock Optron Plan. v
37,452 shares of restricted stock outstanding under the company’s Stock Bonus Plan. )
68,046 shares of restricted stock and SARs outstandmg under the Unit Corporation Stock and 1
Incentive Compensation Plan. ;
120,500 stock options outstanclmg under the Non- Emp]oyee Directors’ Stock Opuon Plan 1

This number reflects 59, 500 shares available for msudnce under the Non- Employee Directors’ Stock Option
Plan and 2,431 954 shares avallab]e for issuance under,the'Unit Corporation Stock and Incenuv}e
Compensation Plan. No more than 2,000,000 of the shares available under the Unit Corporation Stock and
Incentive Compensauon Plan may be issued as “incentive stock options”. In addmon shares related to

grants that are forfeited, terminated, cancelled, expire unexercrsed or settled in stich manner that all or some
P
g

t
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Item 6.  Selected Financial Data. ' ' :!l ! _
: ‘ SRS U - As of and far the Year Ended December 31, e
! : ST 2006 2005 1| 2004 2003 2002 |
f . i ; (In thuusands exccpt per share amounts) {
Revenues ........ ’. P $1,162,385 . $ 885, 608 $ 519,203 $301,377 $187, 392
Income Before Cumu]anve Effect of Change In .
Accounting Principle .. 4. .. $- 312,177 $ 212,45,4”2 'S 90275 § 48864 18,244
Net Income . ... . ’ ...... 5 ................. $ 312,177 % 212,442{ $ 90275 § 50,180 §$ 18,244

Income Before Cumulatwe IEffect of Change In
Accounting Prmc1p]e perl ‘Common Share: . S :

Basic ...... ...l .8 675 % 462)8 197 § 112 $ 047
Diluted . . . .. T R s 672 % 460l s 197 $ 112§ 047
Net Income per Common Share: . . li” | : ‘ |
‘Basic ...... Lo b e $ 675 $ 4§2| $~ 197 $ 115 § 047
Diluted . . . ... L. . $ 672 % 197 $ LIS 8 047
Total Assets . . . .. Lo PUUUUUUUU $1,874,096  $1,456, 1951 $1023 136 $712,925 - $578,163
Long-Term Debt ... ... .. Ao ST $ 174,300 $ 145 pgo! $ 95500 $ 400 $ 30,500
Other Long-Term Liabilities ..«............. "$ 55741 $ 419810 $ 37725 $ 17,893 $ 5439
Cash Dividends per Commion Share .......... 3 — 3 '—-;'—L 1' 5 _ % — % —-’

! .
See ltem 7. Management s, Discussion of F1nanc1a] Condition and Results of Operauon for areview of
2006, 2005 and 2004 activiyy. - o pll
. }i 1
Item 7. Management s Discussion and Analys:s of F inancial Condmon and Results of Operation.

Management’, s DlSCLlSSlOIl and Analyﬁsls (MD&A) prowdes an unde’r’slandmg of operating results and
~ financial condmon by. focusmg on changes in key measures from year to year. MD&A is orgamzed in the
following sectlons - ; o l‘ !

]

. Fmancml Condmon and quuxdlty L . K X
+  Effects of lnﬂatlon ! _ o fi i

*+  New Accountmg Pronouncefents : . . é

i .

¢ Results of Oper{'mons ‘

MD&A shou]d be read in conjuncuon wnh the Consohdaled Fman(':!ml Slatemems and related notes
included in this report [ |
. . ‘ l
i

FINANCIAL CONDITION AND LIQUIDITY . : I el

Summary. Our ﬁnancxa] conditien and liguidity depends on the céqh flow from our three principal
business 9egmemv. {and our subsidiaries [hd[ carry out those operations) i}and borrowings under our bank credit
facnllty Our cash ﬂow |slmﬂuenced mamly by: _ ]3

PR
+

il | i .‘ .
+ the prlceS we receive for our natural gas producuon and, to aflesser extent, the prices we receive for our
oil productlon . . SR S

"o the quanmy of natural gas and oil we produce ' Ji
« the demand for and the dayrales we recelve for our dnllmg rigs; land
i

+ the margms we obtam from our nalural gas gathermg and proce§siﬁg cohlfacts.

i
|

Our three prmc1pal busmess segments are: - . }I |
i !

*  land contract dnllmg carried out by our S‘l.leld]dI‘y Unit Dnllmg Company .md its ‘;ubsndlary Unit.
Texas Drlllmg, LLC. ¥ : : . : ,

i
i » lﬁi : ,
C e a8 ‘ : _ ' )
| ol
T
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[
i

I
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+  oil and natural gas exploration, camed out by our subeldlaly Unit Petroleum Company and its
subsndrarles and A L. 1 g

* .mig- slream operanons (conslstmg of nalural gas, buymg, ‘;ellmg gathermg and processmg) camed ont
by our subsrdlary Superior Pipeline Company, LL.C. i ) |

The followmg is a summary of certain financial information as of December 31 and for the years ended
December 31: i

. i
o :

' e Ptrcc.nl
) 2006 12005 . Change

" (in thousands except perceritages)
Working Capital .. .. .. T PP $ 71,998 § 51,173 4%
Long-Term Debt . ... ... o § 174300 % l 45,000 20%
Shareholders’ EQUILY ..., $1,158,036 $ 836,962 |38%
* Ratio of Long-Term Debt to Total Capitalization ....................... L 131% v 14.8% (l %
NELINCOME ... it e $ 312,177 $ 212442 47%
Net Cash Provided by Operating Activities ................. e - % 506,702 ‘S 317,771 59%
Net Cash Used in lnvestmg Act1v1t|e< ...................... SR $ (540,723) $(384,996) 40%
Net Cash Provided by Fmancmg Actlvmes B SR e . $ 33663 § '67.507 (5S0)%

C
et

The following tabie §ummarizes certam,operét_ing information for the years ended December 31:

'

ot , Perjcem

BT ’ ’ 2006 2005 Change

Oil Production (MBbls) ........ e e, fo 1453 1,084 34%
"Natural Gas Production (MMc) . ... 44,169 34,058 30%
Average Oil Price RECEIVEd .. ....o.ovivivreirie i, $ 5511 % '5014 0%
Average Oil Price Received Excluding Hedge ............................ $ 5511 % 50.14 10%
Average Natural Gas Price Received ......................... .. P ~ & 617 5 764 (I1D%
_Average Natural Gas Price Received Excluding Hedge . . ... . ... 08 617 8776 (200%

Average Number of Our Drilling Rigs in Use During the Period ............. 109.0 1102.1 7%

Total Number of Drilling Rigs Owned at the End of the Period .............. 117 112 4%
Average Dayrale .. ... ..o e $ 18,767 3§ 12431 51%
Gas Ga[hered—MMBtu/day .......................................... 247,537 142,444 74%
Gas Processed—MMBIW/AaY . ... .....00ooei 31,833 30613 4%

1
¥ . . l ]
P

At December 31, 20()6 we had unrestricted cash totaling $0.6 million and we had. borrowed $174.3 mllhon
of the $275.0 million we had elected to have available under our bank credit facility.- A

Number of Active Natural Gas Gathering Systems .......... [ 37 0§ 36 3%

t.
Our Credit Facility. ‘On December 31,2006, we had a $275.0 revolving credir facility. Borrowmgs under
the credit facility are limited to a commitment amount. On October 10, 2006 we sighéd a third amendment to our

credit facility which raised the commitment amount from $235.0 million to $275.0 million.. Borrowmgq under the

credit facility are limited toithe commitment amounl but we may elect to have a smailer amount ava:iable At i
January 1, 2006, we had elected to have the full $235 0.million of the commitment amount avallable On June |,
2006, we elected to reduce the available amount to $175 0 before subsequently raising it to $200.0 million on
September 15, 2006 ‘and to the full $275.0 million commnmenl amount on November 11, 2006, These elections |
were primarily made based on our requirements to finanice both natural gas gathenng and producmg;orl and

. natural gas property acquisitions. On January 25, 2007 we signed-a fourth amendment to our'credit facility which

extended the maturity date of the credit facility to May 31, 2008. We are charged a commitment fee tof 375 of
19 on the amount available but not borrowed. We mcurred origination, agency and qyndlcatlon fees'of 515, 000

o
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at the inception of the agreement, $40,000 of which will be paid annually and the remainder of the fees amortized
over the life of the agreemem During 2005 and 2006, we incurred addmonal origination, agency and syndlcauon :
fees of $187.500 and $60 OOP respectively while amending the credit facﬂtty and these fees are being amortized
over the remaining hfe of the agreeinent. The average interest rate for 2006}was 6.3%. At December 31 2006
and February 16, 2007 our borrowmgs were $174.3 million and $160.5 mr]hon respectively. '

+ ) ' 'l ’

The borrowing base under our credit facnhty is subject to re- determma‘ttoin on May 10 and November 10 of I
each year. The latest re-determination supported a borrowing base of $375.0 million. Each re-determination is -
based primarily on the sum t’)f a percentage of the discounted future value Idf dur oil and natural gas reserves, as
determined by the banks. The detenmnatlon of our borrowmg base also 1ncludes an amount representing a small
part of the value of our dnllmg rig fleet’ (ltmlted 1o $20.0 million) as well 48 s, such loan value as the lenders- '
reasonably attribute to Superior Pipeline Company s cash flow as defined!in the credit facility. The credit facitity
allows for one requested spt’:c:al re- determmatlon of the borrowing base bly either the banks or us between each’
scheduled re- determm.ttlon Idate b ,,

l : :

At our election, any portion, of the outstanding debt may be fixed at a London Interbank Offered Rate ;
(LIBOR) for 30, 60} 90 or 180 day terms. Durmg any L!BOR Rate fundmg[penod the outstanding pr1nc1pal |
balance of the note to Wthh a LIBOR Rate, ,option applies may be repa:d]after prowdmg three days notice to the‘
administrative agent and on the payment of any required indemnification amounts Interest on the LIBOR Rate is
computed at the LIBOR Base Rate apphcable for the interest period plus l' 00% 10 1.50% depending on the level
of debtasa percentage of the total loan value and is payable at the end ot: ﬁach term or every 90 days whichever
is less. Borrowings not under the LIBOR Rate bear interest at the JPMorgan Chase Prime Rate payable at the end
of each month and the prtncrpal borrowed may be paid anytime in part or llll whole without premium or penalty
At December 31, 2006 $ 170 6 million of our $174.3 million debt was qubject to the LIBOR Rate. ‘

!

! - N
The credit facrhty includes prohlbmons against: : ” o e

+  the payment of dividends (other than stock dividends) during any fiscal year in excess of 25% of our
consohdated net; 1ncome for the precedtng fiscal year, ,_ s
s+ the incurrence of addmonal debt with certain very ltmlted exceptlons and

! L.
»  the creation or existence of mortgages or liens, other than those in the ordinary course of business, on/.-

any of’ our propérty, except in favor of our banks. - t, |

The credit facility als‘o requires that we have at the end of each quarlter '

+ a consoltdated net worth of at least $350 0 mrlllon ’1 .
' |

* a current ratio (as deﬁned in the cred:t fac1hty) of not less thanwl to 1 and

L Ieverage ratio;of long- -term. debt to consolidated EBITDA (as deﬁned in the credit facnhty) for the

most recently ended roiling four fiscal quarters of no greater than 3. 25 to 1.0. oL !
|

' |
On December 31, 2006 we . were in compliance with the covenants contamed in the credrt facxhty . f
. . N if 4 - "
In February 2005, we entered into an interest rate swap to help malnLge our exposure to possible future J
interest rate increases. The contract swaps $50.0 million of variable ratgldebt to fixed and covers the period from ‘
March 1, 2005 through J?nuary 2008. The fixed raté is based on three- tnonth LIBOR and is at 3.99%. The swap
is a cash flow hedge As a result of this interest rate swap, our interest expense ‘was increased by $0.2 million in
2005 and decreased by $IO .5 million in 2006 The fair value of the swa;]) *was recognized on the December 31,
2006 balance sheet as'current and non-current derivative assets totalmg $0 7 million and a gain of $0 4 m1lllon
net of tax, in accumulated other comprehensive income. ¥

T o l'
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() See prev1ous dlscussron in MD&A regardmg our bank credit facility. This obhgauon is presented in

+  approximately $17.9 mlllton ‘ Y

Contractual Comn'titments. At December 31, 2006, we had the following contractual obligations:

RS

Payments Due by Period P

" ' C Less =~ ' ‘ {

v S o - Than 1 2.3 ' 45  Afters

; | Total ° Year Years | Years Years '
’ ' ) S (In thousands) i ‘
Bank Debt (1) .. i e $185,079 §$ 9.960 $175,119 $— 3§ —

- Retiremnent Agreéments {2) ..., ..ovoiint it 1,386 725 0 66— i—
Operating Leases (3) ...71. . .. ........oui... . 3,516 1,181 _ - 2,213: 122 —
Drill Pipe, Drlllmg Components and Eqmpmem Purchases - |

Tubing and Casing (4) ...... e 52949 52949 - . —1 @ —
SerDrilco Inc. Earn-Out Agreement (3) ....... P 17866 17.866 - . —! i
. Total Contractual Obligalions ............... [ ... $260,796 $82,681 $177,993 $122 §—

]
accordance w1th the terms ‘of the credit facility and includes interest calculated using our year end mterest
. rate of 5 7% Iwhrch mcludes the effect of the’ mterest rate swap.

[N

(2) ‘Inthe second Quarter of 2001 we recorded $l 3 mrllron in addmonal employee benefit expenses for the v

present, value of a separation agreement made in connection with the retrrement of King Klrchner from h1s

\ position as Chref Executrve Officer. The liability associated with this expense mcludrng accrued 1nterest is
paid in monthly payments of $25 000 which started in July 2003 and continues through June 2009. In the
first quarter of 2004, we acquired a liability- for the present value of a separation agreement between
PetroCorp lncorporated and one of its prevlous officers. The liability associated with this: last agreement s
paid in quarterly payments of $12,500 through December 31, 2007. In the first quarter of 2005, we recorded
$0.7 million in additional employee benefit expense for the present value of a separation agreement rnade in
connection. wrth the retirement of John Nikkel from his position as Chtef Executive Officer. The habrhtyz
associated with this expense, mcludmg accrued interesl, is paid in monthly payments of $31, 250 whrch
started in November 2006 and continuing through Qctober.2008. These liabilities, as presented above, are

~ undiscounted. l , . b

]

. (3 We lease ofﬁce space in Tulsa and Woodward, Oklahoma Houston and Midland, Texas; and Denver, .

Colorado under the terms of operating leases expiring through Januvary 31, 2010. Addtt:onallv, we have ;
several equipment leases and lease space on short-term commitments to stack excess dnllmg lr‘tg equipment

and productton inventory. ! b )
’J . . . E {

(4) Due to the potential for limited availability of new dnll pipe within the industry, we have COI'llll‘l‘lltted to
purchase approxrmately $42.9 million.of drill,pipe and drill collars. We have committed to purchase $0.6
million of additional dnllmg rig componente for the construction of new drilling rigs. To prowde for'the
completion of wells, our oil and natural gas ségment has committed to purchase $9. 4 m1llron of casing and
tubing in the ﬁrst qr‘{ﬁmonths of 2007

a

:(5) On December 8, 2003, the' company acquired Seanlco Incorporated and its subsrdrary, Servrce Drilling

. Southwest, L.L.C., lor $35.0 million in cash. The terms of the acquisition include an earn-out provision
allowrng the sellers to receive one-half of the cash flow in excess of $10.0 mlllron for each of the three years
" following the acqursxtlon For the year ending December- 31,72006;'the third and final year of the eam-out

‘vl
period, the drilling ngs included’in the earn-out provision had cash flow prov1d1ng an eam-out of .
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At December 31, 2006, ‘ we also had the followmg comrrutments and eontmgenmes that could create,
increase or aecelerate our habrlmes

"equivalent to four weeks salary for every whole year of service completed with us'up to-a maximum of 104

T

S R 11 . .

) : ’ ; il '
| .

b - |

1

| !

1
i
3
L

.J . :
‘ Estimated Amount df Commltment Expiration Per Period

| S " "Total . -LessThanl | After 57 |
Other Commitments | . Accrued Year i 2-3 Years 4-5 Years . Years . |

‘; ' ' . }{{(n thousands) ’
Deferred Compensation Plan (1) . :........... $ 2,544  Unknown ! Unknown Unknown Unknown
. Separation Benefit Plans ) ... e $ 3516 % 193 {¥t Unknown "Unknown Unknown
Plugging Liability (3) . .- { it $3369208 o 760 i,${ 2303 § 2993 § 27, 636
Gas Balancing Liability (4),. ............ ... $ 1,080 Unknown ."‘, Unknown ~ Unknown Unknow;l
Repurchase Obhganons (S)I ..... e $ —:  Unknown li 'Unknown Unknown Unkhowrfl
Workers’ Compensauon Llablhty (6) ..... . L $22 157 3 6 956 lSi 3,635, $ 1,329 $ 10,237

b
We provide a salary deferral plan Wthh allows parncrpants to defer the recognmon of salary for income tax
purposes untrl actual dJStrlbuuon of beneﬁts which occurs at either termmatton of employment, death or @ |
certain defi ned unforeseeable ‘emergency ha.rdshlps We recognize payroll expense and record a habrhty,
included in other long “term liabilities i in our Consolidated Balance Sheet at the time of deferral.

I
Effective January 1, 1997, we adopted'a separauon benefit plan (* Separlanon Plan™). The Separauon Plan
allows eliglbleI employees whose employment with us is mvoluntanlly termmated or,inthe case ofan  +-
employee who has completed 20 yedrs of service, voluntarily or involuntarily terminated, to receive benefits

weeks, To recetve payments the recipient must waive any claims aga:tns‘t us in exchange for receiving the.
separation benefits. On October 28, 1997, we adopted a Separation Benefit Plan for Senior Management !
(“Senior Plan’}). The Semor Plan provides certain ofﬁcers and key’ e')’cecunves of Unit with benefits generally
equivalent to the Separatlon Plan. The compensatron committee of the board of directors has abselute

discretion in the selectron of the 1nd1v1duals covered in this plan. On May 5, 2004, we alsc adopted the
Special Separation Benefit Plan. This plan is ldenttcal to the Separauon Benefit Plan with the exception that
a participant will vest'in his or her earned benefit on the earliest of the participant reaching the age of 65 or
serving 20 years wrth|us At December 31, 2006, there were 33 employees participating in the plan.

When'a well is dn]led or acquired, under Financial Accounnng Stagrc}ards No. 143, “Accounting for Asset
Retirement Obllgatlons” (FAS 143), we have recorded the fair valule”of liabilities associated with the -
retirement of long-lived assets (marn]y plugging and abandonment costs for our depleted wells).

We have recorded a ltablhty for those properties we: belleve do not Ihlz'wle sufficient oil and natural gas
reserves to allow the under produced owners to recover their under-production from future production
i .

volumes. * : o '
L | 1K

We formed The Unit/1984 Orl and Gas Limited Partner$hip and the 1986 Energy Income Limited
Partnership along wnh private limited pannershlps {the “Partnershtps ) with certain quahﬁed employees,
officers and dlrectors from 1984 through 2007, with a subsidiary of ours serving as General Partner. The
Partnerships were formed for the purpose of conducting oil and natura] gas acquisition, drilling and
development operanons and serving as co-general partner with us m[any additional limited partnerships
formed during that yedr ~The Partnerships participated on a proportronate basis with us in most drilling ,
operations and most producmg property acquisitions commenced by us for our own account during the -
period from the formlanon of the Partnership through December 3 I! of that year. These partnership '
agreements reqmre on the election of a limited partner, that we repurchac.e the limited partner’s interest at
“amounts to be determmed n accordance with the terms of the partnershlp agreement in the future. Any
repurchases in any one year are limited to 20% of the outstanding units. We made repurchases of $7,000,
$4,000 and $14,000 in 2006, 2005 and 2004, respectively. ;l |

We have recorded a habthty for future estimated payments related to workers compensation claims, as well

as, claims under ourjself funded occupational benefit plan. These clarms are incurred primarily in our

contract dnllmg segment. - i . : W
; . [ .
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Hedging and Swaps. Periodically we hedge the prices to be received for a portion of our future natura! gas

and oil production. We do so in an attempt to reduce the impact and uncertainty that price vananons have on‘our R
cash flow. : . . 1o Lok ,'5,2
. . . ) i *
In January and February of 2007, we entered into the following two natural gas collar contracts.- 1 "
: ! i
First Contract: . ' : I : WL
Production volume covered 10,000 MMBme/day ; | b
Period covered ‘March through December of 2007 | i
Prices - ; \ Floor of $6.00 and a ceiling of $ 10.00 i B
Underlying commaodity price Centerpoint Energy Gas Transmission Co 3 A
’ East—Inside FERC . L : -
Second Contract: . : W o
* Production volume covered 10,000 MMBtus/day ' ,1 . 4 T
Period covered March through December of 200'? L R
' Prices | Floor.of $6.25 and a ccllmg of $9 25- .. S
i — Underlying commodity price Centerpomt Energy Gas’ Transnl'ussmn Co , '
East—Inside FERC | . :
r In December 2006, we enter into the following natural gas hedging transaction. H Y o :\‘
R First Contract: v l | ) N -
! Production volume covered 10, 000 MMBtus/day S l A
- Period covered o January through ‘December of 2007 { e
P Prices . o Floor of $6.00"and d ceiling of $9 60 ' Lo Hat
s Underlying commodity price Centerpoint Energy Gas Tra'msm‘lssmn Co o . )
i ' ' | ' East—Inside FERC o o
foms . i l‘ ot
it All of the hedges for2007 are cash flow hedges and there is no materlal amount of meffectweness The falr Lo AN "
E o 37 7 value of the hedge ‘made in December 2006 was recognized on the December 31, 2006 balance sheet as current e
_§ N g denvatwe assets totalmg $1 4'million and a gain of $0.9 million, net of tax, in accufntilated other comprehenswe B :
‘ income. _ } : o
‘In January 2005, we entered into the following two natural gas collar contracts. i it
. Lo I T -y
,First Contract: ' o E n
Production volume covered 10,000 MMBtus/day o I
Period covered : April through October of 2005 . i ' T Jj:f'
Prices - < . Floor of $5:50 and a ceiling of $7 19 ' S
Underlying commeodity price Centerpoint Energy Gas Tranlgfmllssmn Co, | i
4 g 7 . East—Inside FERC ~ . | Lot b
; Second Contract: . g : " ‘ ‘ T 1 o
N Production volume covered . 10,000 MMBtusIday o , A o
% Period covered A A April through. October of 2005 o i . : :;'I'ff-'g‘-'-'
. ~ Prices ) : ~ Floor of$5. 50 and’ a ‘ceiling of $71"'30 RN
. -+ . Underlying commodity price ! Centerpomt Energy Gas Trammlsq:on Co,, i : s ' :
- : : ' Easl—Insnde FERC EOE I 3
f _ In March 2005, we also emered into an oil collar contract covenng l ,000 barrels of oil productmn per day. TR
1 . This transaction covered the period of April through December of 2005, and had a floor of $45. 00 and a cellmgl. i po
2 of $69.25 and is based on the underlying commodlty price at West Texas Imermedlate—NYMEX B Dy ik d N
:?:';". ¥ ! ’ | i i &
, » R
L - : Co H ""& ‘7-,.- ; v A #- \ o : v 4I‘-"""" '
ek - i S : -i"v- N P S o i o o S *Z:X‘ﬂﬁ:[.ﬁ-' St "“t‘:e.fe" R K R ~;“‘-l:. T L R
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All of these hedges were cash flow hedges and there was no material a!mount of ineffectiveness. The natural
gas collar contracts decreased our 2005 natural gas revenues by $4.1 million. We-did-not have any oil or natural
i

I
|
I '
Durmg the ﬁrst- and second quarters of._2004, we entered into the follorwmg two natural gas collar contracts:
. ¥
Lot . c ' I

i

. gas hedging transacttons outstandmg at December 31, 2005

Ftrst Contract: . | . o ' e e,
Productton volume covered ‘ . 10,000 MMBtus/day .
. Period covered . L ' April through October of 2004 :
Prices | S Floor of $4 50 and a ceiling of $6.76

Underlying commodity price Cemerpomt Energy Gas Transmtssron Co.,
: If Cor ‘ oo e East— {Inmde FERC :
- . 0
. v } . .
Second Contract: : . o
Productton volume covered S o 10,000 MMBtus/day

Period covered ; L ; May through October of 2004
‘Prices ' c R : Floor of $5'00 and a ceiling of $7.00
" Underlying comnitodity price - Cee Centerpomt Energy Gas Transmission Co.;

c | . East[—In51de FERC

l .- . “ .
l
We also entered into. an oil hedge covenng 1 000 b'irre]s of oil produ{t‘:tton per day. This transaction covered

"+ the period of February lhrough December of 2004 and had an averige price of $31.40 and is based on the

underlymg commodtty prtce at West Texas Intermedlate——NYMEX . l o - . '
. | i '
. All of these hedgeq were cash flow hedges and there was no material amount of ineffectiveness. The natural

gas collar contracts mcreased our 2004 natural gas revenues by $48,000. ’011 revenues were reduced by $3.6'

- million in.2004 due to the settlement of the oil hedge. We'did not have a 1”y' hedging transactions outstanding at |

December 31, 2004 . i _ . }; L C .
' . ' 'l

In- February 2005 we‘ tered into an interest rate swap to help man tge lour exposure to p0351ble future o
interest rate increases. Thlv. contract swaps $50.0 million of variable rate debt to fixed and covers the period from
March 1, 2005 through January 30, 2008. The fixed rate is based on three-month LIBOR and is at 3.99%. This
swap is a cash flow hedge. [As a result of this interest rate swap, our interest expense was increased by $0.2
miilion in 2005 and decrea'sed by $0.5 nullton in 2006. The fair value of‘tlte swap was recognized on the
December 31, 20()6 balance sheet as current and non-current derivative assets totaling $0.7 million and a gain of

$0.4 million, net of tax, in iaccumulated other comprehensrve income. :] . | - P

. P . .
Self- Insurance We are self-insured for certain losses relating to \{forkers compensation, general habtl:ty,
property damage, contro! of well and employee medical benefits. In addttton our insurance policies contain
deductibles or retentions per occurrence that range from $0.5 million for; pklahoma workers’ compensation, as
well as claims under our olecupatton beneﬁts plan to $1.0 million for get}erail liability and drilling rig physical-
. damage. We have purchased stop-loss coverage in order to limit, to the extent feasible, our per occurrence and-
aggregate exposure Lo certain types of claims. However, there is no assurance that the i Insurance coverage we -
have will adequately protect us against ltabt]tty from all potenttal consec‘lulerltces If our insurance coverage
becomes more expenswe ‘we may choose to decrease our limits and i mcrelasle our deductibles rather than pay '
htgher premiums. We have elected to use an ERISA governed occupational injury benefit plan to cover the field
and support staff for drtllmg operations in’ the State of Téxas in lieu of covering them under an insured Texas
workers’ compensatton plan : ff | : !

Impact af Pnces for Our Oil and Natural Gas. Natural gas com Jnses 85% of our oil and natural gas
reserves. Any 51gntﬁcant change in natural gas prices has a material affect on our revenues, cash flow and the
value of our oil:and natur?l gas reserves. Generally, prices and demand for domesttc natural gas are influenced by

i
v
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weather conditions, supply imbalances and by world wide oil price levels. Domestic oil prices are-primarily -
influenced by world oil market developments. All of these factors are.beyond our control-and we can not predlct
nor measure their future- mfluence on the prices we will receive._ e o

t PETIE| i E

Based on our production in 2006, a $0.10 per Mcf change n what we are pard for our natural gas producuon
would result in a corresponding $344,000 per month ($4.1 million annualized) change in our pre stax operating -
cash flow. Our 2006 average natural gas price was $6.17 compared to an average natural gas price of $7.64 for
2005. A $1.00 per barrel change in our oil price would have a $113,000 per month ($1.4 million annualized)
change in our pre-tax operating cash flow based on our production in 2006. Our 2006 average orl pr1ce was
$55 11 compared with an average oil price of $50.14 received in 2005.

. Lo

Because natural gas prices have such a srgnlﬁcam affect on the value of our oil and natural gas reserves,
declines in these prices can result in a decline in the carrying value of our oil and natural gas propemes Price
declines can also adversely affect the semi- annual determination of the amount available for us to borrow under
our bank credit facility since that determination i is based mainly on the value of our oil and natural gas reserves.
Such a reduction could hmrl our, abrhty to carry out our planned capital prolects o } o

Most of our natural gasproduction is sold to third parties‘ under momh-to—month contracts. L oo )
Oil and Natural Gas Acqutsmans and Caprtal Expeud:tures Most of our capital expendnures are - |
discretionary and dlrected toward future growth, Our decrslon 10 increase our oil ar{d natural gas r'eserves through
acquisitions or through dnllmg depends on the preva:lmg or expected market condmons potemral retunon | .
investment, future drilling potential and opportumues to obtain financing under the‘c1rcumstances involved,.all of
which provide us with a large degree of flexibility, in deciding when and if to incur these costs. We drilled 244
wells (85.30 net wel]s) in 2006 compared to 192 wells (72.63 net wells) in 2005. Our total capuallexpendrtures
for oil and natural gas exp]oratron and acqursmons excluding lhe increases in provision for. pluggmg liability'in
2006 of $10.2 million, totaled $340.0 ‘million., Based on current prices, we plan to drill an estlmaled 270 wells in
2007 and estimate our total capital expendnures for o1l and natural gas exploranon and acqu1smons to be -
approxrmately $326 0 mr!llon excluding acqu1smons Whether we are able to dn]l the full number" of wells we
are planning on drlllmg is dependent on a number of factors, many of which are beyond our comrol and mclude
the availability of drilling rigs, prices for oil and natural gas, the cost to drill wells, the weather and the efforts of
outside industry partners. To provide for the completlon of wells, we have’ commmed to purchasc $9 4 million of
casing and tubmg in the first six monlhs of 2007
On May 16, 2006, we closed the acquisition of certain oil and natural gas properties. from a group of private
entities for approximately. $32.4 million in cash. Proved oil and natural’ gas reserves involved in thrs acquisition -
consisted of dpprorlumately 14.2 Befe. The effectlve date of this acquisition was April 1, 2006 and results from
this acquisition were 1ncluded in the statement of income beginning’ May 1, 2006. -

i s f !
'

On October 13, 2006, we completed the acqu1smon of Bnghton Energy, L L.C.; a privately owned oiland}"
natural gas company for approximately $67.0 million in cash. Included in this acqursmon was all of Brlghton’s oil,
and natural gas assets’ (e,\clludmg Atoka and Coal counties in Oklahoma) and 1ncluded approx1mate'ly 23:1'Befeof |
proved reserves. The majority of the acquired reserves are located in the Anadarko Basin of. 0klahoma and the 1
onshore Guif Coast basins,of Texas and Louisiana, with additional reserves in Arkansas, Kansas, Montana North'
Dakota and Wyoming. Thls acquisition had an effective date of August I "2006 and results of operatlons from Lhrs
acquisition are included in the statement of income beginning October 1, 2006 with the results for the perlod from
August 1, 2006 through September 30, 2006 included as an adjustment to the purchase price. * |- - :

. Coae '

Contract Drilling.  Our drilling work is subject to many factors that influence the number of: drilling rigsl
we have working as well as the costs and revenues associated with that-work. These factors 1nclude the demand
for drilling rigs, competition-from other drilling contractors, the prevailing prices for natural gas: and oil,
avallablllty and cost of labor to run our drilling rigs and our ability to supply the equipment needed. -
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.. The contracts for these services contain the same terms and rates as the contracts we use with unrelated third

second quarter for all but-two of our drv151ons To date, these efforts have allowed us to meet our labor
Tequirements. However if demdnd for drilling rigs strengthens shoriages; of experienced personnel may limit our

" respectively. R . N T [

- i i,
- pre-tax operatmg cash flow. We'expect t lhat utilization and dayrates for our drlllmg rigs will continue to depend _

_ yards for an addmonal 5l 7 million and became operational in April 20063 In May we began movmg al 500

“placed into service'in May‘ 2006 and the second drilling ng was placed |ptp service in June 2006. At the end of
“August 2006 we complelep the constructlon of another 1,500 horsepowen rig for approximately $9.5 million -
_"which was moved mlo our Rocky Mountain Division. In the last half of 200|6 we Compleled construction of a 750

'
!
|

. At the end of lhe second quaner of 2005, in response to the diffi culry in retammg qualified labor, we "
increased wages in our dnllmg areas that had not already received i mcreasps m the fourth quarter of 2004. We
“also increased wages in-onejof our drvrsrons startmg in thelsecond quarter, of 2006 and again at the end of the

ability to operate our drllllng rlgs at or above the 97% and 96% utilization Irates we achieved in 2005 and 2006
I H Y .t ', 1
We currently do not have any-: shortages of drill pipe and drilling equllpmfent Because of the potential for .,
future shortages in the avarlabllrty of new dnll pipe, at December-31, 2006iwe had-commitments to purchase
approximately $42. 9 mrll:op of drill pipe and drill collars in 2007, We have committed to purchase $0.6 miltion
of add;uonal dnl]mg ng componenls whrch we will use to build new dnllmg rigs. _ :

. , B \

Most of our dnllmg ng ﬂeet is used 0o drill. nmurai gas wells 50 changes[m natural gas prices have a '

: dlspropomonale 1nfluence on the demand for our dnlllng ngs as well as the’ prices we can charge for our contract
- drilling services. In |January 2006, the average dayrate for lhe 1i2 drlllmgfhgs we then owned was $16,719 per
“day with a 97% uullmtlon rate In: Deeember 2006, our Aaverage dayrate fo'r the 117 drilling ngs that we then N
owned was $19, 930 with an 88% utlllzauon rate. [ 2006 our average dayrate was $18,767 per day compared to, *
- $12,431 per day in 2005 The average number of our dnlllng rigs used ln12"006 was 109.0 drilling rigs .
(96%) compared wrth 102 l drilling rigs (97%) for 2005. Based on the average utilization of our drilling rigs

during 2006, a $100 per day Change in'dayrates hasa $10 900 per day ($4 0 mlllron annualized) change in our .

mainly on'the pnce!of natulral gas ; and the avarlabllrty of dnllmg rigs to nll'eet the demands of the 1nduslry
i N 1

*

' )
Our coniract dnlhng sub51d1anes provrde dr:llmg services for our exp}orauon and production subsidiary.

parties for compa:alb]e type projects. Durmg 2006 and 2005, we drilled 72:and 53 wells, respecuvely, for our '
exploration and productlon subsidiary. The profit recelved by our contract anlmg segment of $22.2 million and
$8.6 million dunng 2006 ahd 2005, respectlvely, w}as used to reduce the can}ymg value of our or] and natural gas
properties rather lhan bemg meluded in our operating proﬁt | _ e L
r -y N | )
Drtllmg Acqamtwns and Capttal Expenduures In January 2006, IWff: acquired a 1 ,000 horsepower
drilling rig for approxrmalely $3.9 million.! This newly acquired drilling rig was modified at one of our drlllmg

horsepower dnllmg rig to our Rocky Moumam Division followmg completron of its construction in the first |
quarter of: 2006 for, approxlmate]y $10.2 mrlllon In the second quarter of 2006 we also completed the purchase.
of two new 1,500 horsepower drllhng rigs tor a total of $15 2 million of which $4.6 million was pard before the
second quarter of 2006 and the balance of$lO 6 million was paid at dehv‘ery of the rigs. An additional $3.0 '
million of modifications were made to the rigs before the Tigs were p]aced into service: The first-drilling rig was"

. ! ; ' :

|
Durmg 2006 we paid $4 5 mrllron for the purchase of major eomponems te construct two 1 500 horsepower _

drilling rigs. The rlgs should be placed in service in the first and second dualrters of 2007

horsepower rig fon{apprommately $4.5 million. . . 3

For our COl'ltl'le[ drlllmg operatrons during 2006, we mcurred $1705 mllhon in caplta] expenditures, whlch '
includes the 6 dnl[mg rlgs acquired or burll in 2006 and $17.9 million of additional goodwill from the third and
final year of the Seanlco acquisition earn -out, For 20[)7 we have budgdted capital expendrtures of 1y
approximately- $l3| .0 mllllon for our con&ract drilling operations. i Ty

[
) : i
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Mid-Stream Operations. Our mid-stream operations are conducted through Superior Pipeline Company,
L.L.C. and its subsidiar)‘/ Superior is a mid-stream company engaged primarily in the buying and selling,
gathering, processing and treating of natural gas and operates three natural gas treatment:plants, six operating
processing plants 37 active gathering systems and 600 miles of pipeline. Superior operates in Oklahoma Texas,
Louisiana and Kansas and has been in business since 1996. This subsidiary enhances our ability 1o gather and
market not only our own natura! gas but also that owned by third parties and gives.us additional capacny o
construct or acquire exntmg nalural gas gathering and processing facilities. During 2006, Supcnor purchased
$8.0 million of our natural gas production and natural gas liquids and provided gathering and transportation
services of $5.3 million. Intercompany revenue from services and purchases of producnon between this business
segment and our oil and natural gas exploration operations has been eliminated in our consohdated condensed
financial statements. In 2005, we eliminated intercompany revenues of $6.7 million of natural gas and $95, 000 of
natural gas ]lqmds and in 2004, $1.8 million of natura] gas and $53,000 of natural gas liquids. . -

Mid-Stream Acqutsmons In September 2006, we closed the acquisition of Berkshire Energy LLC., a privaie
company for an adjusted purchase price of $21.7 million. The principal tangible assets of the acqu1red company
consisted of a natirral gas processing plant, a natural gas gathering system with 15 miles of plpelme three field |
compressors and two plant compressors. This purchase had an effective date of July 31, 2006. The ﬁnanc:al results of
this acquisition are included in the’company’s statement of income from September 1, 2006 forward wuh the results
for the period of August 1, 2006 through August 31 2006 included as an adjustment to the purchase prlce

During 2006, Superior incurred $42 9 mllllon in capital expendltures including Ianglble and intangible
assets acquired through acquisitions, as compared to $21.8 million in 2005. For 2007, we have budgeted capital
expenditures of approximately $25.0 mitlion for Superior. Our focus is on growmg thls segment through the -
construction of new facilities or acqmsmons = )

Superlor gathered ”4]7 537 MMBtu per day 1& 2006 compared to 142,444 MMBtu per day 1n|2005 and
processed 31,833 MMBuu per day in 2006 compared to 30,613 MMBu per day in 2005. The S|gnlﬁcanl increase
in volumes gathered per day is primarily attributable to one natural gas gathering system that gathered 141,645
MMBtu and 68, 297 MMBtu per day in 2006 and 2(}05 respectively. | :

. Oil and Natural Gaermtted Partnerships and Other Entity Relationships. We dre the geh’eral_ partner of
12 oil and natural gas partnerships which were formed privately or publicly. Each partnership’s revenues and :
costs are shared under formulas set out in that partnership’s agreement. The partnerships repay us for contract
drilling, well supervision and general and administrative expense. Related party transactions for contract drilling
and wel! supervision fees are-the related party’s share of such costs. These costs are billed on the same basis as
billings.to unre]atea third parties for similar servicés. General and administrative reimbursements consist of !
direct general and admlmstranve expense incurred on the related party’s behalf as well as indirect expenses
assigned to the related partles Allocations are based on the related party’s ievel of activity and are\considered by
us to be reasonable. Durmg 2006, 2005 and 2004, the total we received for all of these fees was $1 |3 million, |
$1.0 million and $0.7 million, respectively. We expect that these fees for 2007 will be compdrable to those in
2006. Our proportionate share of assets, liabilities and net income relating to the oil and natural gas partnerships
is included in our consolidmed financial statements, -

~ On August 2, 2004 we completed the sale of our mveslmem in Eagle Energy Panners I, L.P. for $6.2
million. A gain before income taxes of $3.8 million was recognized in other revenues from this sale during the
third quarter of 2004 Eagle marketed approximately 55% of the natural gas volumes we sold for oursclves and
other parties in 2004

Critical Accounting Policies. !

Summary ‘ L

In this section, we 1dent1fy those critical accounting policies we follow in.preparing our ﬁnancnal statements
and related disclosures. Many of these policies require us to imake difficult, subjective and complex| Judgments in
the course of making estimates of matters that are inherently imprecise. In the following discussion we will

1
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attempt to explain the nature' of these estimates, assumptions and judgments; a's well as the likelihood that ,'
materially different a}mou'ms would be reported in our financial slalemems

different assumptions.

The followmg table l1sts the cntlcal

. - i
significant impact on the' apphcauon of these accoum:ng pollcaes and the

by these estimates and assumpnons

Accounting Policies j

ol !

Estimates or Assumpli(')ns ,

!

vt

!

accountmg pohcres estlmates an’d 'assumpnons that can have a
ﬁnancml slatement accounts affected”

L] + oy

‘

Full cost method of. accounung forp ‘e
oil and gas propenles . Sk
o

. L]

K
ik |

' - “r

Accoummg for asset reurement -

obligations for oil and gas
properties

| L]
Accounting for impairmem of 7 e

drilling property and equiplment o

Tumkey and foomge drilling .
contracts '
Accounting for value of stock .

compensation awards

¥

The determination and valuation of our oil and natural gas reserves 1|s a very subjective process It entalls
estimating underground accumulanons of Ioll and nalural gas that cannolt lbe measured in an exact ménner, The 1
degree of accuracy of these esumates depends ona number of factors, including, the quality and avallabﬂny of

" cash flows

R

Significant Estimates and Assumptions -

0il and natural gas reserves - '
estimates and related present
value of future net revenues
VValuatlon of unproved :
propemes ]
Estimates of future development
costs

expense

'

Cost estimates related to the
plugging and abandonment of
wells

Timing of cost incurred

Forecast of undiscounted
estlmated future net operating

Estimates of costs to complete
tumnkey and footage contracts

Estimates of stock volatility
. Estimates of expected ]1fe of
N awards granted'

Estlmates of rates of forfeltures ’

e e

I . " L
under different conditions or using

Accounts Affected

Oil and gas-properties
Accumulated DD&A
Provision for DD&A
Impairment of proved and * -
unproved properties
Long-term debt and interest -

Oil and gas propemes P
Accumulated DD&A
Provision for DD&A

Current and non-current liabilities
Operating expense *
Drilling property and equipment; .
Accumulated depreciation
Provision for depreciation -+ }
Impairment of drilling property
and equipment.
Revenue and operating expen'se .
Current assets and liabilities .
Oil and gas properties

* Shareholder’s equity- -
. Operating expenses

13

[
i '

1
-~

. :
- )

geologlcal and engmeermg data, the precxslon of the mterpretalmns of th.n da[a and individual Judgments based
on experience and trammg Each year, we hire an independent petroleurlnl ;er']gmeenng firm to audit'our internal| -
evaluation of our 011 and natural gas reserves. Theiwells or locations for}wh1ch estimates of reseives were audited

Were reserves 1hal compn}sed the top 80% of the total proved dlscounted;future net income based on the ,
unescalated pricing policy of lhe SEC as taken from reserve and i 1ncome prcuectnons prepared by usasof. * |

December 31, 2006 ‘

. | :
Asa general rule, th:e degree of accuracy of oil and natural gas reserve estimates varies with the reserve!
classification andthe related accumulation of available data, as shown in Lhc followmg table:

Type of Resérves
Proved undeve]oped

Proved developed non- producmg

W

Proved developed producing
o ?

S

Nature of Available Data i

Data from offseiting wells, seismic data

Logs, core samples well tests, pressure data

Broduction hrstory, pressure data over time *

I g ’ \'

L)

Degree of Accuracy

Less accurate
k
More accurate

'Most accurate"
. J




“ expense in future penods 'Once incurred, a write- down cannot be reversed.

Assumptions as to future oil and natural gas prices and operating and capital costs also play a significant role in-
estimating oil and natural gas reserves and the estimated present value of the cash flows to be recerved from the |
future productlon of those reserves. Volumes of recoverable reserves are influenced by the assumed pnces and costs-
due to what is known as the economic limit (that pomt in the future when the projected costs and expenses of
producing recoverable orl and natural gas reserves ‘IS greater than the projected revenues from the orl and naturaligas
reserves). But more srgmﬁcantly, the estimated present value of the future cash flows from_ our oi} and natural gas
reserves is extremely sensitive to prices and costs; and may vary materially based on different assumpttons SEC

|
financial accounting and reporting standards require that the pricing we use be tied to the price we recelved for our oil

‘and natural gas on the last day of the reporting period, This requirement can result in significant changes from period-

to period given the vo]attle nature of oil and natural gas prices. For example, based on our year end 20()6 oil and
natural gas reserves, a $1.00 decline in the oil pnce used to calculate our economically recoverable orl reserves will
reduce our esttmated oil reserves by 30,000 barrels and a $0.10 decline in the price of natural gas used to calculate
our natural gas reserves will reduce our estimated economrcally recoverable natural gas reserves by 754,000 Mcf
Estimated future cash flows discounted at 10% before income taxes would change by $25.3 million. b

~ We compute our provision for DD&A on a units- of-production method. Each quarter we use the followmg
formulas to compute the ‘provision for DD&A for our producing properties: ‘

« DD&A Rate = Unamortrzed Cost / Begmmng of Period Reserves ' . Lo
. Provrston for DD&A  DD&A Rate x Current Period Productton . N
. r ; ;
Gil and natural gas ~reserve estimates have a significant impact on our DD&A rate. If reserve estimates. for a
property or group of. propertres are revised downward in the future, the DD&A rate will increase. asa result of the
revision. Alternatively, if reserve estimates are revised upward, the DD&A rate will decrease. Based on our- 2006
production level-of 52 88|9 000 equivatent Mcf, a 5% decline in the amount of our 2006 oil and natural gas
reserves would i mcrease our DD&Arrate by $0.11:per Mcfe and would decrease pre-tax income by $5.8 mllhon
annually. A 5%'i increase in the‘amount of our 2006 oil and natural gas reserves would decrease our DD&A rate
by $0 10 per Mcfe and would increase pre-tax mcome by $5.3 million annually. T . [:‘-- L

We account for our oil and natural gas exp]orauon and' development activities usrng the full eost method of
accounting. Under this method all costs incurred n the acquisition, exploranon and development. of oil and -
natural gas properties are]capltallZed At the end of each quarter, the net capitalized costs of our orl and natural

. gas properttes are Itmlted'to thé-lower of unamortized cost or a cerlmg The ceiling is defined as the sum of the .
" present value (using a 10% discount rate) of the estimated future net revenues from our proved reserves based on

t
period-end oil and natural gas prices adjustéd for any hedging, plus the lower of cost or esttmatedlfarr value of '
!
unproved propertles not mcluded in the costs being amortized, less related income taxes. If the: net (:.'.ipltaltzed1
costs of our oil and natural gas properties exceed the ceiling, we are required to write-down the excess amount A

: cerlmg test write-down is'a non-cash charge to earnings, If requlred it reduces earnings and 1mpacts

shareholders ' equity in the perlod of occurrence and results in lower depreciation, depletton and amortrzatlon

The risk that we w1lllbe requtred to write-down the carrying value of our oil and natural gas propemes
increases when oil‘and natural gas pncet. are depressed or if we-have’ large downward revisions in'our esttmated
proved oil and natural g.ts’ reserves. ‘Application of these- rules during’periods of relanvely low ol or natural gas
prices, even if temporary ‘increases the chance of 2 a cetlmg test writé- down Based on oil and natur'al gas prtces .
on December 31, 2006 (35. 27 per Mcf for natural gas and $61.05 per barrel for orl) the unamortized cost of our

oil and natural gas propert:es d1d not ‘exceed the ceiling of our proved oil and natural gas reserves, Natural gas'

- and oil prices remam eratic and any stgmﬁcant declmes below prices used in the reserve evaluanon could result

ina cellmg test write- down in the future . o "
¢ ) - E . i .

" We use the sales method for recording natural gas sales “This method aIIOWs for the recogmtlon of revenue,

which may be more or Iess than our. share of pro-rata producnon from certain wells. Our policy is t‘o expense our

pro-rata share of lease opelratmg costs from all wells as incurred. The expenses relating to the wells in which we

have an imbalance are not material. . R
i . B 1

t
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On Janvary 1, 2003, we adopted Financial Accounting’ Standards No. l143 “Accounting for Asset.
Retirement Obhgauo’ns (FﬁlS 143). FAS 143 established an accounting stand'ard requiring the recordmg of the -
fair value of habllmes assocnated with the retirement of assets having a longdlfe In our case, when the reserves
in each of our oil or gas wells deplete or otherwise become uneconomlcal, .w!e are required to incur costs to plug
and abandon the wells. These costs under FAS 143 are recorded in the pendd in which the llablllty is incurred (at
the time the wells are drllled or acquired). We do not have any assets restricted for the purpose of settling these !
plugging Habilities, Our engmeermg staff uses historical experience to dete:r:mme the estimated plugging cosis
taking into account the type of well (either oil or natural gas), the depth of,thelwell and physical location of the
well to determine lhe estimated plugging costs Since the implementation of thls standard, we have not plugged
enough wells to make addm{onal determmauons as to the accuracy of our elsumates :

Dn]lmg eqmpment Lransportanon equipment, gas gathering and procn:ﬁsmg systems and other property and
equipment are carned at cost Renewals and enhancements are capltallzed while repairs and maintenance are-
expensed. Reahzatlon of the can'ymg value of propeity and equipment is reviewed for possible impairment
whenever events or changesl in circumstance’s suggest that these carrying a'moums may not be recoverable. Assots
are determined to be 1mpa1red if a forecast of undiscounted estimated futuié net operating cash flows directly
related to the asset, mcludmg disposal value if-any, is less than the carrymg]ar'nount of the asset. If any asset is .
determined to be impaired, the loss is measured as the amount by which Ihe carrying amount of the asset exceeds
its fair value. The estimate of fair value is bflsed on the best information aval]able including prices for similar |
assets. Changes in these estlmates could cause us to reduce the carrying vall]ueI of property and equipment. An
estimate of the 1mpact to our earnings if other assumptions had been usedas not practicable because of the
significant number of assumptions that would be involved in the estlmates

r P | , .

In our contract dnllmg operauons bccausc we do not bear the risk oﬂcompleuon of a well being drilled
under a “daywork” ¢ contract we recognize revenues and expense generated‘under ‘daywork” contracts as the .
services are performed Under “footage” and “turnkey” contracts we bear th:I risk of completion of the well, so
revenues and expenses are recogmzed when the well is substantially complet.‘ed Substantial complet:on 18
determined when thF well blore reaches the depth specified in the comracl The entire amount of a loss, if any, is
recorded when the loss can be reasonably determined, however, any proﬁl is recorded only at the time the well is
finished. The costs of drilling contracts uncompleted at the end of the reportmg period {which includes expenses
incurred to date on “footagé r “turnkey” contracts) are included in other”ci:u'rrent assets. In 2006, we did not
drill any wells under tumkéy or footage contracts. ' il ' '

T A
EFFECTS OF INFLATION , r' _ .

The effect of mﬂanomm the oil and natural gas industry is pnmarﬂy driven by the prices for oil and natural
gas. Increases in lhesc pnces increase the demand for our contract dnllmg rigs and services. This increase in
demand in turn affects the dayrates we can obtain for our contract drilling Féervnces Before 1999, the effect of -
inflation on our operations was minimal due to low mflatmn rates, relanvely!low natural gas and ¢il prices and
moderate demand for our contract drilling qerv1ces Over the last six years“natural gas and oil prices have been
more volatile, and dunng penods of hlgherjdemand for our drilling rigs v»;e have experienced increases in labor, |
costs as well as the costs of services to support our drilling rigs. During this $ame period, when oil and natural’
gas prices did declme labor rates did not come back down to the levels e:’cilslmg before the increases. If natural
gas pnces increase ‘substantially for a long period, shortagcs in support equlpment (such as drill pipe, third party
services and quahﬁed laboir) will result in addmonal increases in our matérial and labor costs. Increases in
dayrates for dnllmg rigs also i mcrease the cost of our oil and natural gas ﬁi‘ol')emes With an overall increase in
drilling activity throughout the industry, costs for goods and services relate’:d to both our oil and natural gas
exploration segment, and our mid-stream segment'have been increasing. ﬂ"hese conditions may limit ouor ability
to realize i increases in our operatmg proﬁts How inflation will affect us in the future will depend on additional
increases, if any, reahzed in our drlllmg ng rates, the prices we receive fo‘r‘ dur oil and natural gas and the rates {
we receive for gathenng and processing natural gas. . l];( ) : .
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NEWACCOUNTING PRONOUNCEMENTS

Before January 1, 2006, we accounted for our stock-based compenqatlon plans under the recognmon and
measurement principles,of APB 25, “Accounting for Stock Issued to Employees,” and related [nterprelanons
Under APB 25, no'stock-based employee compensation cost related to stock opnons was reflected in net income,
since all options granted under the plans had an exercise price equal to the market value of the ulnderlymg
common stock on the date of grant. '

0 , . .

On January 1, 20()6 we adopted Statement of Financial Accounting Standards No. 123 (revnsed 2004),
“Share-Based Payment” (FAS 123(R)) to account for stock-based employee compensation. Among other items,
FAS 123(R) eliminates the-use of APB Opinion No. 25 and the intrinsic value method of accountmg for equlty
compensation and requlres companies to recognize the cost of employee services recewed in exchange for
awards of equity |1nstmments based on the grant date fair value of those awards in the1r ﬁnan(:lalwstatements =We
elected to use the modified prospective method for adoption, which requires compensatlon expense to be
recorded for all unvested stock options and other equity-based compensation beginning in the ﬁrst quarter of
adoption. For all unvested options outstanding as of January 1, 2006, the previously measured but unrecognized
compensatmn expense, based on the fair value at the original grant date, will be recognized in our financial
statements over the remammg vestmg period. For equity-based compensation awards granted or modlﬁed after
December 31, 2095 compensauon expense, based on the fair value on the date of grant or modlﬁcanon wnll be
recognized in our financial statements over the vésting period. To the extent compensation cost relates 1o
employees dlrectly involved in oil and natural gas acquisition, exploration and development acnvmes such- .
amounts are capitalized to oil and natural gas propemes Amounts not capitalized to oil and natuml gas propemes
are recogmzed in general and administrative expense and operatmg costs of our business segments We utilize
the Black-Scholes optlon pricing model to measure the fair.value of stock options and stock appreuanon rights.
The value of restricted stock grants is based on. the closing stock price on the date of the grant. Prior to the
adoption of FAS 123(R)| we followed the mtrm51c value method in accordance with APB 25 to account for )
employee stock-based ¢ ompensauon Prior penod financial statements have not been restated. Inlaccordanee with
the 1mplementauon of I<AS 123(R) we expensed $0.8 million in the contract drilling segment $0 6 million in the
oil and natural gas segrnent and $1.7 million to corporate general and administrative expense, for a total of $3.1 °

million; in 2006 and capitalized $0.7 million as a part of geological and geophysncal costs. -
| |

.

Any unearned eompensanon recorded under]APB 25 related to stock-based compensation awards is required
to be el:mlnated against the approprlate equity accounts, As a result, on adoption of FAS 123(R) lwe eliminated
$2.2 million of unearned ‘compensation cost associated with restricted stock and reduced addmona] pald in
capital by the same amount on our condensed consolidated balance sheet. 5
: |
The remaining unrecognized compensation cost related to unvesled awards at December 31, I2006 is
approximately $4.0 million with $0.7 million of that amount to be capitalized. The weighted average penod of
time over which this cost will be recognized is less than one year. If we had applied the fair value1 provisions of
FAS 123(R) to stock-based employee compensauon in 2005, net income and earnings per share would have been
reduced by approximately $2.1 million and $0. 05 respecnvely and in 2004 by approxtmately $1.7 million and
$0.04, respectlvely : }

Under the provmon of FAS 123(R), tax deductions associated with our stock based compensatlon ‘plans i in
sexcess of the compensauon cost recognized are recorded as an increase to additional paid in capltal and reflected
as a financing cash flow in the statement of cash f10ws The adoption of FAS 123(R) did not have,a material
impact on our consolldated statements of cash ﬂows for the twelve month period ended December 31, 2006

v

! AR BT b
In June 2006, the F1nanc1al Accounting Standards Board (“FASB") issued FASB lnterprelauon No. 48, .

*Accounting for Uncertamty in Income Taxes, an Interpretatmn of FASB Statement No. 109” (FIN 48) FIN 48
clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s ﬁnancml statements in
accordance with FAS No. 109, “Accounting for Income Taxes”. FIN 48 refers to “tax posmons as positions
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taken in a previously filed talx return or positions expected to be taken in a future tax return that are reﬂected in
measuring current or, deferred income tax assets and llabllmes reported in the financial statements. FIN 48 furlher

clarifies a tax posﬂw'n to includé the followmg ) ng |
. L -

« " adecision ot to ﬁlle a tax return in a particular jurisdiction for which a return might be required;
+ an allocation or a shift of income between taxing jurisdictions; i
S L . s : W .
» the characterization of income or a decision to exclude reporting. traxable income in a tax return; or
L ! A Lo SUPTSRREI (I : o
*  adecision to classt_fy a transactton, entity, or other posmon ina t{ﬁx return as tax exempt. o
t [ | l .

FIN 48 clanﬁes that a tax benefit may be reflected in the financial statemems only if it is “more likely than
not” that we will be able to Sustain the tax return posmon based on its teclt}nlcal merits. If a tax benefit meets this
criterion, it should be measured and recogmzed based on-the largest amount of benefit that is cumulatively
greater than 50% hkely ) be realized. This is a change from current practlce whereby companies may recogmze |

atax benef tonly if i l[ is probab]e a'tax posmon will be sustalned ' ] ‘ |
. |

FIN 48 also requ1res thlat we make qualitative and quanutanve d:sclos!u'res including a discussion of -
reasonably possible changesl that might occur in unrecognized tax beneﬁts over the next 12 months; a description
of open tax years by, major jllf’lSdICIIOIIS and a roll-forward of all unrecogmzed tax benefits, presented as'a -
reconmllauon of the! begmmng and ending balances of the unrecogmzed tax beneﬁts on an- dggregated basxs

' Thls statement becamel effective for uson January 1, 2007. While welcorlttmue to evaluate this standard, we
do not believe it w:ll have al matenal effect on our statement of income, ﬁlllﬁmla] condmon or cash flows. '
| ' g

In June 2006, the FASB ratified the consensuses reached by the Emetf'glrrlg issues Task Force on EITF 06-3,
“How Taxes Collected from Customers and Remitted to Goverrimental Authortttes Should Be Presented in the
Income Statement (That is, Gross versus Net Presentation).” Accordmg to the provisions of EITF 06 3

*  taxes assessed byIa governmental authonty that are directly 1mposed on a revenue- producmg ]
transaction between asellerand a customer may. include, but arelnot limited to, sales, use, value added)

and some excise taxes; and ’ ” J
I

+ that the presentat:on of such taxes on éither a gross (ihciuded 1n[revenues ‘and costs) or a net (excludedl
from revenues) basns is an accounting policy dec1snon that should‘ be disclosed under ‘Accounting !
Pnnc1ples Board pptnlon No. 22 (as amended), “Disclosure of ﬁccountmg Policies.” In addition, for
any such taxes that are reported ona gross basis; a company should disclose the amounts 6f those taxes
in interim and annual financial statements for each peried for Wthh an income statement is presented 1f
those amounts are srgmﬁcant The disclosure of those taxes'can be‘made on an aggregate basrs

: . ; ' . i) .
EITF 06-3 should be applled to ﬁnancral reports for interim and ann}:‘z}l reporting periods begmnmg after
December 15, 2006, Because the provisions of EITF 06-3 require only the presemauon of additional dlSC]OSUl‘CS
we do not expect the adoptton of ElTF 06-3 to have an effect on our staternents of income, financial condmon or :
cash flows. IR U : ||; to
. 1 l ; : [ ll :

ln September 2006 the FASB issued FAS No 157 “‘Fair Value Measurements" (FAS "No. 157) FAS e |
No. 157 establishes a comrbon definition forfair value to be applied to US GAAP guidance requiring use of fair; -
value, establishes a framework for measuring fair value, and expands the ld1sclosure about such fair value
measurements, FA§ No. 157 is effective for fiscal years beginning after l}lov‘ember 15, 2007, We are currently'
assessmg the i lmpact of FAS No. 157 on our statemént of i income, ﬁnanc1a} condition and cash flows

i ._-. - - !. | | i ., I“{ |
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- revenues by apprommate]y 27%. The increase in utilization from these additional drilling rigs and lhe increase|in-

Ty

RESULTS OF OPERATIONS - ‘ .
2006 versus 2005 o : Ty

Provided below is a comparison of selected operating and financial data between the years of 2006 and'

2005:
-, . Percent
. L2006 0 - - . 2005 ., Change _

Total REVENUE ... ... ..t iiaaaaa e - $1,162,385,000  $885/608,000 :31%

NetIncome .. oovv oo iaaas e $ 312,177,000 .$212:442,000 - 47% .

Drilling: ) : . . l . g
Revenue ... ... . $ 699,396,000 $462,141,000 . 51%

Operating costs excluding depreciation . ................... $ 313,882.000. $266,472,000 18%
Percentage of revenue from daywork CONMITACES .« oo oot ovnn . 100%.. . | 100% . —%
Average number of drilling rigs inuse ... - 109.0... o 102.1 7%
Average dayrate on' daywork contracts .................... $ 18,767 § 12431 | 51%
Depreciation . . ... 1 e $ 51,959,000 % 42,876,000 21%

Qil and Natural Gas: | ) L | _ t ) .
Revenue .......coovpiveennnnnnannns! e $ 357,599,000. $318,208,000 IIZ% .
Operating costs excludmg depreciation, depletion and ) ‘ o

AMOTLIZALION v o e e e e e e e et e et et i aeaeeanes $ 81,120,000 $ 60,779,000 133%
Average natural gas price (Mcf) ............. ... AP $ 6.17 & . \ 764 (19%
Average oil price (Bbl) . ........ e $ - 5511 .- %8 | 5014 10%
Natural gas productionMcf) ... 44,169,000 34,058,000 130% '
Oil production (Bbl) . .................. e 1,453,000 . - 1,084,000 34%
.Deprecmuon depletion and amortization rate (Mcfe) ......... 3 204 - 5. | 1.65 24%
Dépreciation, depletion and amortization .................. $ 108,124,000 $ 67,282,000 61% .

Mid-Stream Operations: j ! '
REVENUE ..ol iiiiiaeeiiinnnns PRI $ 101,863,000- $100,464,000 1% '
Operating costs excluding depreciation and amortization . .. ... $ 88,834,000 $ 92, 467 000 (%
Deprec1at10n and amortization . . . ...t $ 6,247.000° $ 3, 279 000 91% .
Gas gathered—-MMBtu/day ............................. : 247537 . . 142,444 -~ 74% '
Gas processed—MMBuw/day ............ P 31,8330 - 30613 - |4%

General and Administrative Expense ... ................. ... ... $ 18,680,000 & 14,3;43.000 30% . '

Interest Expense . ... ... e i e e _ $ 5273000 $ 3,437,000 53% ;'

Income Tax Expense ......... ...t ... $ 176,079,000 -$122,231,000 44% v

Average Interest:-Rate ................. ... S e _ 0 59%. 1 oas% 23%

Average Long-Term Debt Outstanding - . ... vv i $ 135,617,000 $107,161,000 . 27%

. Industry demand for our drilling rigs increaqeld throughout, 2005 and remained strong during the first three =, T
quarters of 2006 before beginning to soften in the last half of the fourth quarter. Drilling revenues mcreac.ed . "
$237.3 million or 51% in 2006 versus 2005. During 2005 we added 12 drilling rigs from acqu:smon and i‘ : i
construction and during 2006 we added six drilling rigs primarily through construction and we- losl one rig to ﬁre
in January 2006. The 17 net -additional drilling rigs‘added during the two years helped increase our‘ 2006 dn]lm{g
utilization of our previously'owned drilling rigs represemed 13% of the increase in our drilling revenues while-
increases in dayrates and mobilization fees accounted for the remaining 879 of the increase. Our Jverage dayrate
in 2006 was 51% higher than in 2005. Opportunities to increase drilling rig revenues through economlcal
acquisition of existing drlllmg rigs is expected to be limited in 2007, because the relallvely high degnand for |
drilling rigs during the past several’ years has resulted in higher purchase costs. In addition, with lower
commodity prices and the uncertainty of any future i increases, drilling rig revenues may expenence declmes in!
2007 compared to 2006 levels. ‘
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Drilling operatmg costs increased $47.4.million or 18% over 2005. Thlrty eight percent of this increase .
resulted from the 17 dnllmg rigs plaeed in service during 2005 and 2006 and increased utilization of our:. -
previously owned: dnllmg rigs,. while i increases in operating ‘cost per day accg)u}nted for the remaining: 62%.0f the
increase. Operating cost per day increased $736 in 2006.when compared with 2005. A majority of the incréase . -
was attributable to costs directly associated with the dnllmg of wells with m‘créases in labor cost the primary
. reason for the mcreas:e Dem;dnd for rigs softened in the fourth quarter of 2096 as operators reevaluated their-
drilling programs in response (o the: deelmes m natural gas prices late in the ‘thll‘d quarter of 2006 We did-not
! drill any turnkey or footage wells in 2006 and we had one footage well in 2005 Contract dnlhng deprec:atron
increased $9. | mrlhon or 21% The addition of the 17 net drilling rigs placed in service during 2005 and 2006
increased deprecnauon $4.1 tillion.or 10% wnh the remamder of the mcredse attributable to the increase in
utilization of prev1ously own'ed dnllmg rigs. ' 1 | v
Our 2006 oil and natural gas révenues increased $39.4 million or 12% as compared to 2005. A30% increase
in equivalent oil and natutal gas volumes along with increased oil prices accounted for the increase while'a
decredse in natural gas prrces partially offset the increase. Average oil pnce}s between the comparative years
increased 10% to $55 11 per barrel while natural gas prices declined 19% © $6 17 per Mcf. In 2006, natural gds
production mcreased 30% whxle oil production increased 34%. The i mcreaqe 1n oil and natural gas production
came primarily from our ongoing development drlllmg activity, the (wo acquns:tlons completed in 2005 and from
the two acquisitions complelted in 2006 With the continuation of our mterna] Jdr1ll|ng program and our previous
acquisitions, we believe gur;total productlon for 2007 compared to 2006 wrll increase approximately 13%. Actual

increases in revenues, however, will also be|driven by commodlty prices recelved for our produetron
;

- Oil and natural|gas operating costs mcreased $20.3 million or 33% in 2006 as compared to 2005, An
increase in the average cost,per equwalent Mecf produced represented 20% ‘ofithe increase with the rem.unmg
i
80% attributable to the increase in volumes produced from both development drilling and producmg property
acquisitions. Lease operatmg expenses, represented 74% of the increase, grpsé production taxes 12%, géneral and
administrative cost dtrectly related to oil and natural gas production 12%, and accretion in plugging liability 2%.}
Lease operating expfenses p:er Mcfe 1ncreased 18% between‘the comparauv%: years. Workover expenses- ,
represented 4% of the increase of lease operatmg expenses while the remammg 96% was primarily due to -
increases in the cost of good% and services and the 242 net wells added fror‘n acqutsmons and dritling in 2006.
Gross production taxes mcr{eased due to the increase in natural gas and orl volumes produced and the increase in
- oil prices between the comparatlve years partially offset by decreases in natural gas.prices. General and
administritive cost increaséd primarily from a 14% increase in the number of our employees. Total depreciation]
depletion and amomzauon’(“DD&A“) on our oil and natural gas properties increased $40.8 million or 61%. !
Higher production \'.'olumes contributed to 50% of the i increase and 1ncrea§és in the DD&A rate repre%ented the -
other 50% of the i mcre.tse The increase in the DD&A rate in 2006 as compared to 2005, resulted from an 18%
higher overall fi ndtfng cost lper equivalent Mcf. Demand for drlllmg rigs thuroughout our areas of exploration have
increased the dayrates we pay to drill wells in our deve]opmenta] programrand hlgher natural gas and oil pnces
has caused mcreasefd sales prices for produlcmg property dcquisitions. :
Jod . .
Qur mid- streakm segment is engaged primarily.in the:mid stream buyiingI and selling, gathering, processing
and treating of natural gas. 'we operate three natural.gas treatment plants alnd own six operating processing

plants, 37 active: gat!thermgfsyqtem% and 600 miles of plpelme These operattons are conducted in Oklahoma, °
Texas, Louisiana a'nd Kansas. Our mid- stréam revenues were $1.4 mrlllon]hlgher in 2006 versus 2005 due to the
higher volumes Lransported offset by lower natural. gas prices.on volumes'%old Gas gathering volumes per day i in .
2006 were 74% higher as pompared to 2005 while gas-processing volume}s per day increased 4%. The significant
increase in volumes gathered per day is primarily attributable to one naturalggas gathering system that gathered |
141,645 MMBm and 68,207 MMBtu per day during 2006 and 2005, respecuvely One of our largest gathering |
systems changed plpelme :outlets between the comparanve periods and the new outlet is accepting the delivered
natural gas unprocessed Wthh offset most of the increase we had in procpssed natural gas between the years.
Operating costs decreased 4% in 2006 compared with 2005'due a 19% decrease in- prices paid for natural gas

purchased. The det:rease in natural gas purchases was pamally offset by'an 87% increase in field dire¢t operatmg
)

; ! . ; :
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cost due to the growth in our natural gas gathering sysiems and the volume of natural gas transported. The 91%
increase in deprecmtlon and amortization in our mid-stream segment came from the additional dleprecmnon

associated with tanglblc assets acquired during the comparative periods and the $0.9 million amomzanon of
intangible assets assoc1ated ‘with the acquisition of Berkshire Energy LLC - ‘ .|

©

General and admlm-;tratwe expense mcreas‘lzd $4.3 million or. 30% The mcrease was pnman]y from ‘ '
increases in the number of employees associated with the growth of the company and $1.7 million of additional
expense incurred ‘after lhe implementation of Financial Accounting Standards (FAS) No. 123(R)l“Share-Based :

Payment” which reqmres the recognition of expense related to the value of stock options and restricted stock:
granted over their vesung period. 4 ‘ 'l S tt .

Total mterest expense increased 53% between the comparative yearq Our average debt Outsilandmg waq*.l:- : -
higher in 2006 as compared 2005 because of the: capltal expenditures madeé in the fourth.quarter of 2005-and | : ‘
throughout 2006. The increase in interest rates ac,coumed for 54% of the interest expeme mcreaﬁe while the | be !
increase in average debt outstandmg accounted for approxlmately 46%.0f the increase. Seltlement% of our interest |
rate swap pamally offset the increase in our bank interest rate. ‘Associated with our, mcreaeed Ievel of
development of our oil and natural gas properties and the construction of addmonal drilling rigs zmcl natural gas RS
gathering systems, we capltahzed $3.5 million of mterest in 2006 compared to $2. 2 nulhon in 2()05 o

Qur 2006 income tax expense 1ncreased $53 9 million or 44% over 2005 due pnman]y to ou‘r increase in,
income before income taxes. Qur effective tax rate for. 2006 was 36.1% versus 36.5% in 2005. The decrease i in - .
the effective tax rate resulted primarily from decreased state tax expense assocmted wnlh mcreased operanons‘m
states with lower income tax rates. As a result of the increase in our pre-tax InCOmC and the prior use of our net -
operating loss ca.rryforwards the portion of our taxes reflected as current mcome lax expense lncreased in 2006 .

when compared with 2005. Current income tax expeme for 2006 and 2005 was $112.8 million and $64.6 million,

. respectively. . : L
W . i
2005 versus 2004 : | : .
Provided below is a comparison of selected operating and financial data for the year of 2005 :\"ersus the year :,
of 2004: B . o T T :
Lo : . Per!pent T
s 2005 ] 2004 Change A b ; *
Total Revenue .......... e, SR $885,608,000. $519.203,000 1% . |
‘ NetIACOME . ...\ e oot e ettt ee e e 5212:442,000 -$ 90:275.000  135% S
Drilling: ' : Co s Lo
' Revenue ...................... PN e . $462,141,000 $298 204, 000 55% '-' S
Operating costs excluding depreciation ... ... .ovoinn.. . $266,472,000  $210,912,000 - -26%- pol
Percentage of revenuc from daywork coptracts . ..... e . 100% | 100% ——%
v Average number of dnl]mg rigsinuse ........ ... L o2 - 88 1 16%.
i - Average dayrate on daywork contracts . . ... .. ... ... SR S T 712,431 -8 ,8937 39% i
b DEpPreciation ... ... ..oouuiiiinieiii s ... $.42,876,000 $ 33,659,000 - 27% '
i Oil and Natural Gas: ‘ S S LT : '
i Revenue _........l...... ... e '.....;.$3|8"208 000. $185,017,000 - 72% K
s Operating costs excluding depreciation, depletion and WY e o s n o
1 amortization’ ©.........vinl B8 60, 779,000 $ 41 303.000° - 47%: .
S Averagcnatura]ga‘;pnce(Mcﬂ....,_.....-........;..'...'.--..—$ -+ 764':$. ¥5423.F 41%
: ¥ Average oil price (Bbl) ... ... o R L$ 5004708 33 20" 51%

. Natural gas production (Mcf) ... oot RS 34 058,000 - 27, 149 000 = 25% o
Oil production (BbI) ... 1. .. . L «N1084000  -1,048.000 3% L
. Depreciation, depletion and amortization rate (Mcfe) ........... $ - 1.65 $ _ a1 . 17% -

i}

Depreciation, depletion and amortization . . ................... $ 67,282,000 -3 47,517,000 42%




. . . Percent
S, 2005 2004 " Change

D oo
‘II

5100464000 $29,717,000 238%

Mid-Stream Operations:

Revenue ....: R S e

Operating costs'excludmg deprecmnon e $ 92 467,000 $27.018,000, 242%

Depreciation . [..... .J ..... S e . '$1 3,279,000 $ 982,000 234%
" Gas gathered—MMBtufday e e 1. 142,444 33,147 330%

Gas processed——MMBtu/day U R P Ly 306130 0 13412 128%

General and Administrative Expense ....... s JR $ 14,343,000 $11,987,000. 20%

Interest Expense ........0 ...... ... .......... S “$ 3,437,000 .$ 2,695000  28%

Income Tax Expense ...} ............... TR '$122,231,000 $53,458,000  129%

J ‘ ' 48% 28% 1%

Average Interest Rate ....1............ P .
Average Long-Term Debt Outstandmg e e e $lO7 161,000 383, 121 ,000 299’{:

+

Industry dernanld for.our dnllmg rigs increased throughout 2004 and 2005 as natural gas pnces ‘continued to
remain above $4.50, per Mcf Drilling revenues mcreased $163.9 million or 55% in 2005 versus 2004. In July . |
2004, we added nine dn]]mg rigs with the acqtusmon of Sauer Drilling Company, and with the Texas Wyomlng
Drilling, Inc. acqmsmon we added six drilling rigs on August 31, 2005, and one drilling rig on QOctober 13, -+ ¢
2005. In addition to; ‘the Sauer drilling rigs and the Texas Wyommg drtllmg rigs, we also placed seven additional
drilling rigs into serwce smce the second quarter of 2004. The 23 addmonal dnllmg rigs increased our 2005
drlllmg revenues by approxrmately 20%. The increase in revenue from these additional dnllmg rigs and the
.increase in utilization of our previously owned drilling rigs represented 28% of the increase in our drilling .

revenues. [ncreaseslm dayrates and mobilization fees accounted for 72% of tPe increase in total drilling revenuesr
1

Our average dayrate in 2005 was 39% htgher than in 2004. i AT - S ,

f o

Dnl]mg operatmg coslts 1ncreased $55 6 mlllton or 26% over 2004. Thelmcrease in operating costs from the
23 drilling rigs placed i in service since the second quarter of 2004 and increased utilization of our previously
owned drilling rigs’ represented 59% of thelincrease in operating cost. Increa'ses in operating cost per day. '
accounted for 41%/of the ﬁtcrease in total operatmg costs. Operating cost pe|r day increased $610 in 2005 when
compared with 2004. A majonty of the increase was attributable to costs dlrectly associated with the drilling of .
wells with increases in labor cost the prtmary reason for the increase. Indlrect drilling costs made up most of the
remainder of the increase m per day costs and consisted primarily of |nd1rect labor costs, property taxes, safety

related expenses ancl repairs. ' e
[

We did not dnll any tumkey or footage:wells in 2004 and we had one footage well in 2005. Contract drilling
depreciation increased $9. 2 million or 27%. The addition of the 23 dnllmg rigs placed in service since the second
quarter of 2004 increased deprec:atton $4.2 million or 13% with the remamder of the increase attributable to the
increase in uullzatlon of prev1ous]y owned dnllmg rigs. - f i

Our 2005 oil and natural gas revenues increased $133.2 mlllton or 72% as compared to 2004. Increased oil
and natural gas prices accounted for 719% of this increase while mcreased productton volumes accounted for 29%

‘of the increase. - i ) by
. i
I
. Oiland natural gas operatmg cost increased $19 5 million or 47% in 2005 as compared to 2004 Cost
directly related to: ‘the productton of producmg property acqutsttlons in ZOUFS represented 6% of the increase while
94% came from productlon costs related to wells we drilled in 2005 and increases in productton costs from
previously drilled wells. Lease operating expenses represented 45% of the i increase, gross production taxes 42%
and general and admtmst%atwe cost d1rectly related to cil and natural gas]plroductton 13%. Lease operating
expenses per Mcfe 1nerea<;ed 13% between the comparative years. Workover expenses represented 68% of thel
increase while the remammg 32% of the inéresse is primarily due to increases in the cost of 200ds and services.
Gross productton laxes rrltcreased due to the increase in natural gas volume's produced and the increase in
commodity pnces between the comparative quarters. - J: -
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DD&A on our oil and natural gas properties increased $19.8 million or 42%. Higher production volumes is
attributed to 51% of the increase and increases in the DD&A rate represented 49% of the increase. The increase
in the DD&A rate in-2005 resulted from 14% higher overall finding cost per equivalent Mcf in 2005 versus 2004.

In July 2004, we consolidated and increased our mid-stream business when we completed the acquisition of
the 60% of Superior we'did not already own. We paid $19.8 million in this acquisition. Before July 2004, we had
developed 18 gathering systems which have been consolidated with Superior’s operations. Superior is a ' e
mid-stream company engaged primarily in the buying, selling, gathering, processing and treating’of natural gas
and operates two natural gas treatment plants, five processing plants, 36 active-gathering systems and 500 miles
of pipeline. Superior operates in Oklahoma, Texas and Louisiana. - . e

. Before the Superior acquisition, our 40% interest in the income or loss from the operations of Superior was
shown as equity in earnings of unconsolidated investments and was $0.6 million net of income tax in 2004, The
results of operations for Superior are included in the statement of income for the period after July 31. 2004, and
intercompany revenue from services and purchases of production between business segments has been
eliminated. Our mid-stream revenues, operating expenses and depreciation were $70.7 million, $65.4 millior and
$2.3 million higher, respectively, all due to the Superior acquisition. '

General and administrative expense increased $2.4 million or 20%. The increase was primarily attributable
to overall increases in personnel costs associated with a 13% increase in the number of employees and a 16%
increase in insurance costs.

Total interest expense increased 28% between the comparative years. Our average debt outstanding was
higher in 2005 as compared 2004 due to the acquisition of Strata Drilling, L.L.C., the Texas Wyoming drilling
rigs and the two oil and natural gas acquisitions. Average debt outstanding accounted for approximately 24% of
the interest expense increase with 8% of the increase resulting from the periodic settlements of an interest rate
swap and 68% resulting from an increase in average interest rates charged on our bank debt. Associated with our
increased level of development of oil and natural gas properties and the construction of additional drilling rigs
and natural gas gathering systems, we capitalized $2.2 million of interest in 2005. No interest was capitalized in
2004,

Our 2005 income tax expense increased $68.8 million or 129% over 2004 due primarily to our increase in
income before income taxes. Qur effective tax rate for 2005 was 36.5% versus 37.3% in 2004, The decrease in
the effective tax rate resulted primarily from the reduction of a deduction relating to domestic production
activities as provided by the American Jobs Creation Act. With our increase in pre-tax income and the utilization
of a majority of our net operating loss carryforwards having been utilized in prior periods, the portion of our
taxes reflected as current income tax expense increased in 2005 when compared with 2004. Current income tax
expense for 2005 and 2004 was $64.6 million and $4.9 million, respectively.

Item 7A. Quantitative and Qualitative Disclosures about Market Risk.

Qur operations are exposed to market risks primarily as a result of changes in the prices for natural gas and
oil and interest rates.

Commodity Price Risk. Our major market risk exposure is in the prices we receive for our oil and natural
gas production, The prices we receive are primarily driven by the prevailing worldwide price for crude oil and
market prices applicable to our natural gas production. Historically, these prices have fluctuated and we expect
these prices to continue to fluctuate. The price of oil and natural gas also affects both the demand for our drilling
rigs and the amount we can charge for the use of our drilling rigs. Based on our 2006 production, a $0.10 per Mcf
change in what we are paid for our natural gas production would result in a corresponding $344,000 per month
(34.1 million annualized) change in our pre-tax cash flow. A $1.00 per barrel change in our oil price would have
a $113,000 per month ($1.4 million annualized) change in our pre-tax operating cash flow.
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Man_agement’s Report on Internal Control over-FmanctaI Reporting

4

Management of the conllpany is responsible for establlshmg and mamtalntng adequate internal control over'
financial reporting. Internal control over financial | rcpomng 1s defined in Rules 13a-15(f) or 15d-15(f)
promulgated under the SeCUI;llleS Exchange Act of 1934 as a process deygn%dlby, or under the supemsmn of,
the company’s pnnctpal executive and principal financial officers and cffect'ed by the company $ board of '
dlrectors management and other personnel, to provide 1 reéasonable assurance regardmg the reltabthty of ﬁnancnal
reportlng and the preparatlon of financial statementsi for'éxterial f purposes in ?accordance with generally accepted {
accounting prmc1pleT and includes those policies and procedures that: t c ' “'

*  Pertain to the mamtenance of records that 1n'reasonable detail accurately and fairly reflect the J'
transactions and dtsposmons of the assets of the company, B T . |
- ¥ T : ’ '

F
+  Provide reasonable assurance that 'transacttons are-recorded as necessary to permn preparanon of
financial statemenlts in accordance with getiérally accepted accounttng principles, dnd that receipts and
expenchtures of the company are being made only-in‘accordance with authonzauons of management l

and directors of the company; and -_.‘ e
*  Provide reasonable assurance regardmg prevention or timely detettion of unauthonzed acquisition, use
or dtsposmon of the company’s assets that could have a matena] Effect on the ﬁnancml statements. '
Because of its mherent limitations, interna] control over ﬁnanc1al rcportmg may not prevent or detect .
misstatements. Also, pI’OJBCthﬂS of any evaluation of effectiveness to, future pertods are subject to the risk that
controls may becomF inadequate because of changes in condmons or that the degree of compliance with the
policies or procedures may idetenorate Internal control over financiat repomng cannot provide absolute
assurance of achieving financial reporting objectives because of its inherent limitations, Internal control over
financial reporting is a proc:ess that involves human dlllgence and compltatltce and is subject to lapses in
judgment and breakdowns tl'esultmg from human failures. Internal control over financial reporting also can be
circumvented by collusmn or improper management override. Because of such limitations, there is a risk that
material misstatements may not be prevented or detected on a timely bas:s‘by internal control over financial
reporting, However‘ these mherent limitations are known features of the ﬁnam:lal reporting process. Therefore, it

|
is possible to desxgn into the process safeguards to reduce, though not ehmmate thxs risk.

i
The company’s manaéement assessed the effectiveness of the company’s internal control over financial
reporting as of December 31, 2006. In making this assessment, the compar:ty s management used the criteria set
forth in /nternal Comrol——lmegrated Framework issued by the Committee of Sponsoring Orgamzanons of the
Treadway Commission (COSO). Based on their assessment, the company’ 'S management concluded that, as of
December 31, 2006 the co'mpany s internal control over financial reportmg was effective based on those criteria.

The company’ s mdep,endent reglstered publlc accountmg firm, PrlcewaterhouseCoopers LLP, has audited
our assessment of thc cffecttvencss of the company’s internal control over.f nancial reporting as of December 31,

2006, as stated in lts report which follows.
|
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3 Report-bt"—- Independent Registered Public Accounting Firm:
R R .
To the Board of Directors and Shareholders of
Unit Corporallon T S S

Pl \
e v

We have comp]etcd' integrated: audns of Umt Corporauon s consohdaled ﬁnanc1a] stalements and of its |
internal control. over financial reporting ‘as of December 31, 2006 in accordance wnh Lhc standards of the PUbl]C
Company Accountmg ()versaght Board (United States). Our opirions, based on our audlts are presenled below.

‘si. l
Crmsohdared Fmancml Sraremems and Financial Statement Schedule e

ln our oplmon the accompanymg consolidated balance sheets and the related COllSOlldaled statements of
income, changes in shareholders’ equity and cash 'flows present fairly, in all material respects, the financial
position of Unit Corporatlon and its,subsidiaries at December 31, 2006 and 2005, and the results of their
operations and their,cash flows for each of the three years in the period ended December 31, 2006 in conformity
with accounting pnnc1p]es generally accepted in the United States of America.-In addition, in our|opinjon, the
financial statement- schedule listed in the index appearing under item 15(a)(2), presents falrly, in all material - };
respects, the 1nforrnauon set forth herein when read in conjunction with the rélatéd comohdaled ﬁnancnal !
statements. These ﬁnanclal statements and financial statement schedule are the responsnbﬂny of Ihe Company's
management. Our responsnb:lny is to express an opinion on these financial statements and ﬁnancnal statement.
schedule based oni'dur audits. We conducted our audits of these statements in accordance with the,standards of
the Public Company Accounting Oversight Board (United States). Those standards reqmre that we plan and :
perform the audit to obtain reasonable assurance about whether the- ﬁnancm] statements are. free of material
misstatement. An audlt of financial statements includes exammmg, on a test basis, eviderice suppomng the
amounts and disclostires i in the finanéial statements, assessing the accounting principles used ‘and Slgmﬁcanl 1
estimates made by management, and evaluating the overall financial statement presentatlon We belleve that our
audits provide a reasonable basis for our opinion.

. . . i
Internal Control over Findncia[ Reporting . . - - . e o

|

« Also, in our oplmon managemenl s assessment, included in the accompanymg Management 5 Report on
Internal Control Over Financial Reporting, that the' 'Company maintained effective internal control over financial
reporting as of December 31, 2006 based on criteria estabhshed in Interrial Control——lnregrared Framework |
issued by the Commntee of Sponsoring Organlzatlons of the Treadway Commission (COSO), is fairly stated, in
all material respects, basad on those criteria. Furthermore, ifi our opinion, the Company maintained, in all
material respects, effecll\'e mternal control over financial reporting as of Decembcr 31 2006, based on criteria
established in lmemal Ccmrrol—lnregrated Framework issued by the COSO. The Company’s management is
responsible for maintaining effecuve internal control over financial reporting and for its assessment of the
effecnveness of mtemal control over fi nancial reporting. Our rcpr[]Slbllll‘.y is to express opinions on
management 5 asqessmem 'and on the effectiveness of the Company's internal control over financial reporting |
based on our audit. We conducted our audit of internal control over finanial reporting in accordanc':e with the -
standards of the Public Company Accounting Oversight Board (United States). Those standards reqmre that we
plan and perform the audit to obtain reasonable assurance about whether effective internal control ovcr ﬁnanc1al
reporting was mdmtamed in all material respects. An audit of internal control over financial repomng includes |
obtaining an understandmg of internal control over financial reporting, evaluating management’s assessmem E
testing and evaluating the de51gn and operating effectiveness of internal control, and performing such other
procedures as we consider necessary in the circumstances. We believe that our audit provides a rcaqonable basis~
for our opinions. . ‘

‘A company 5 mternal control over financial rcporung is-a process designed to provide reasonable assurance
regarding the rellablhty of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A ¢ompany’s internal control over financial reporting
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includes those poltctes and procedures that (i) pertam to the maintenance of;records that, in reasonable detail, N

1
‘accurately and fa:r]y reflect the transacttons and dISpOSltIOl‘lS of the assets o“f the company; (ii) prov:de reasonable .ol

i
_assurance that transactlons are recorded as necessary to permit preparatton of. 'ﬁnanctal statements in accordance

‘with generally accepted accountmg pnnCIpIes and that receipts and expendltures of the company-are being made} - -
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Because of its mherent llmttanons internal control over financial rep%m\ng may not prevent or detect

‘only in accordance wnh authonzattons of. management and directors of the’ Lompany; and (iii). provide reasonablc
Iy

- assurance regarding preventton or ttmely detection of unauthorized acqutsuton use, or dtsposmon of the,

company’s assets that could have'a matenal'effect on the ﬁnanc1al statements ' )

:.
]
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{
~ misstatements, Also‘ prO_]C’CllOI.’lS of any evaluauon of effectlveness to future periods are subJect to the nsk that ‘
" controls may become madequate because of changes in COl‘ldl[lOl‘lS or that the deé,ree of compllance wnth the {
C o . A
_ policies or procedures may. detenorate ’ T ; 1 : o : A S
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; UNIT CORPORATION AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

ASSETS
Current Assets:
Cashand cashequivalents ........ ... .. i Ve
Restricted cash . ... 0. o e e e s
Accounts receivable (less allowance for doublful accounts of $I 600 and $1,612) .. ..
Materials and supphes ...................................................
Prepaid expenses and other

Total current assets

Property and Equipment: ' '
Drilling equipmient ... ... . e
f _Oil and natural gas propemcs on the ful] cost melhod
Proved properties ..........ol o iidii i
Undeveloped leasehold not being amomzed
Gas gathering and processing eqUIPMENL ... ..o it it iin i s i ii i eccnn

Transporation equUIPIENL . . .5 .. i i e

Less accumulated deprecmllon depletion, dl‘l‘lOﬂ]Iathl’l and impairment

Net property and equlpment

GooaWill ... e e e e e e e e e e
. Other [ntangible Assets, Net ........... e
.. Other Assets .. ... S PP P A

Total Assets - i

i
LIABILITIES AND SHAREHOLDERS’ EQUITY

Current Liabilities:
Accounts payable . ... e e
Accrued liabilities .. ...... ... .. e e e e e
Income taxes payable ... .. .. . L
Contractadvances .. .................... e e e
Current portion of other Habilities (Note 4) . ........ ... ... ... o0,
Total current liabilities ... .........ooiii i
Long-Term Debt (No{le 4y . B R
Other Long-Term Liabilities (Note 4)

Deferred Income Tax'f:s (Nolé 5

Commitments and Contingencies (Note 9)
Sharcholders™ Equity: . e
Preferred stock, $1.00 par value, 5,000,000 shares aulhorlzed none issued ..........
Common stock, $.20 par value, 175,000,000 and 75,000,000 shares authorized,
Lo 46,283,990 and 46,178,162 shares issued, respectively ........... ... .. ...
ST Capna]1ncxce550fparvalue............................Z ..................
Accumulated other comprehensive income (net of tax of $789 and $289,
TESPECHIVELY ) Lo e e
Unearned compensation—restricted stock . ............ ... i
T Retained earnings . . ... ... e e

C Total shareholders’ equity . e e
Total Liabilities and Shareholders Equny .........................................

The accompanying notes are an integral part of the consolidated financial statements. .

33

Other ................... .. e .

[
1
i
3
As of December 31,
2006 2005

(In thousands)

$ 589

$ 947
[18 268
200,415 199!765
18,901 141108
13,017 8597
232,940 223,685
I
781,190 626,913
|
1,330,010 995,119
53,687 38,421
85,339 60,354
20,749 17,338
17,082 12,935
. 2288057 1,751,080
T 735,394 575410
1,552,663 1,175,670
57,524 19,659
17,087 L
13,882 17,181
$1.874,096 $1.456,195
‘ b .
| »
$ 92,125 § 109,621
52,166 32,819
2,956 16,941
5,061 5,548
8,634 7,583
160,942 172,512
174300 145,000
55,741 41,981
325,077 259,740
_5 _
. 9,257 9,236
333 833 328,037
1,339 485
_ ! (2,226)
813,607 501,430
1,158,036 836,962

$1.874,096 $1,456,195
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' UNIT CORPORATION AND SUBSIDIARIES .
! l CONSOLIDATED STATEMENTS OF INCOME !’
i I co L . t' J . o
lt ] o . R Year Ended December 31, !
. I ; . S 2006 2005 2004' |
N e ‘ : ' ! \ ) l II " . (In thousands except per share |
. : S . LT 1 amounts)

Revenues _ ) | : . _
Contract drilling ... ! .. ST SO o s 699,396 $462,141 $298,204
Oil and natural gas ... J ....... EERETARIRT . e il 357,599 318,208 185,017
Gas gathering and processing ... ... A R { 1 101,863 100464, 29,717
Other . ... .. [ SR e N L 3,527 4795 , . 6265 .

Total revenues .......... [T L1162, 385 885,608 519,203

Expenses: ! P . !

Contract anlmg ‘ ) y e l* '
Operatmg costs |, . ... .. e peeaas crrereireon ' &-. d 3I3 882  -266,472 210.91'2
Deprecmtlon ............... e T ..1'. I 51,959 42,876 - 33,659

Oil and natural gas: . ; - i E - ’ ‘

. Operating costs f.....:.............. el 40 .81L120 60,779 41,303
Deprecmt:on depletlon and amortization . ... REREEEE . ] . i 108,124 67,282 47,517

Gas gathermg and processing: g o f{! L
Operattng COSIS . . ovnlnn et e S P A, 88834, 92467 727018
Deprecidtion and amortization ... ........ RETITR I 6247 3379 .9R2

General and ddministrative .......:..... P 4 Jo 18,680 14,343 11,987

Interest ... Lo b D 4. 5273 3437 2695

_Total experltses U R e ’.f ! 674,129 550,935 376,073
Income Before Income Taxes ................ RN L !i S 488256 334,673 143,130
Income Tax Expense: ' j 1 Ii S 1
Current ... .| .....L..... P S Lol 112,812 64,565 4,866
Deferred .. ... b SUUU A 63267 57,666 . 48,592
Toital income taxes ...............L ' ....... e i R C 176,079 122,231 53,458
Equity in Earnings of Unconsohdated Investments, (Net of Income Tax gf ' ] ) _' ‘
$372m2004)f ...... ; ...... e, LT — — 603
Net Income ... o t*‘ $-312:177 §212442 $ 90.375
Net Income Per. Common Share: : ) ! . ' Lo .
Basic ......... .]. e R L it 8. 675 $ . 4628 197
Diluted ... !.....] S SO SRR L8 67 5. 4605 197
! i ‘
| (|
l . iy '
| : A
: i

| l
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Tllle accompanymg notes are an mtcgml part of the consoli ated financial statements
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. UNIT CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY

Year Ended December 31, 2004, 2005 and 2006

Balances, January 1,2004 ... .0 .. ... ...
Comprehensive income:
Net Income ..1...... LT
Other comprehensive incone (net of
tax of $1,345 and $1,345):

Change in value of cash flow
derivative instruments used as
cash flow hedges ...........

Adjustment reclassification—

" . derivative settlements ... ....

Total comprehensive i income .
" Activity in employee compenqanon ‘
plans (159,907 shares) e

Comprehenswe income: . .
NetIncome .............0.......
-, Other comprehensive income (net of
tax of $1.610 and $1, 899)
Change in- value’ of Eash ﬂow
derivative 1nstrumems used as
cash ﬂowhedges' U
Adjustment reclass 1ﬁcat|on—
derivative settlements . ... ...

Total compr_ehensive income . ...

* Activity in employee compensation
plans (186,710 shares)i. ... ... CARA
Issuance of 246,053 sharés of common
stock for acquisition . .. IO

Balances, December 33,2005 ...
« Comprehensive income:
., Netlncome ...:.................
Other comprehensive income (net of
tax of $202 and $701):,
Change in value of cash flow
derivative mstruments used as
"o .. % . cashflow hedges ... ... .

v Adjustmcm reclassd'canon— b

"Total comprehenswe incorie . . ..
Activity in employee combéhsation

N

The ac:companying rlotes are-an integral part of the consolidated financial statements

‘Accumulated

$813,607 $1,158,036

$9,257

35
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Capital Unearned , \
In Excess - Other Compensation- ‘
Common - of Par . Comprehen- Restricted |, Retained .
Stock Value sive Income Stock [:.armngs ) Total*
{In thousands except per share umounts) ’ } i3
59117‘ $307038 § — $ — $193713 $ 515,768
’ l
— — - — 90.;75 90.'275
— — (2.195) — —., (27195
— — 2,195 — L 2,195
— — — - — . 90275
32 2,194 — — -~ . 2,226
9,149 , 310,132 — = 288988 608,269
_ _ _ = 212,442 212,442
| . i
|
: |
:
— — (3.072) — e (3,072)
— — 3,557 — —= 3,557
— — — - R 212,927
. ) » i '
+38 5,954 — (2.226) -, 3766
49 11,951 — — L 12,000
9,236 328,037 485 (2.226) 501,430 836,962
— — — - 32177 312477
}‘ -
|
- # ' f
— — 1,188 e . 1188
— - (334) — —{ (334)
_ — — — " 313,031
1‘\ . |
co 21 5,796 — 2,226 | 8.043
$333,833  $1339 S

Y
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UNIT CORPORATION-AND SUBSIDI;\RIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

——

: 1 I .
| ; | Year Ended December 31,
! ‘ ¢ | 2006 2005 2004 ]
: _[ ! . (In thousands)
Cash Flows From Operatmg Activities: |
Net Income . 3 ............................................ s $ 312, 177 $212,442 $ 90275
Adjustments to reconcﬂe net income to net cash pr0v1ded {used) by .
operating acuvmes i+ .
Deprec;laltlon deplenon and amortization ........ [P ’. ; 167,066 114,294 83,025
Equity in net earhings of unconsolidated investments ... .. ... A —_ (976)
Gain on dlSpOSltlon of BSSELS . i (1,275) (2,655) (4,386)
a Employee stock compensatlon plans ........ PR 6,785 3,488 ° 1,632
Bad debt expense .................................... ! . — — 400
Pluggmg llablllty accretlon e S e i R 1,492 953 860
Other... .....L.... ... ... e e 30 — (111)
Deferred tax expense ................................. ¥ J 63,267 (57,666 - 48,964
Changes in operating:assets and liabilities increasing (decreasing) ? | ' i ,
cash: i : .
Accounts receivable ............. ... .. R ". . 7,233 (106,585) (14,579)
Cost of uncompleted drilling contracts @ .................. f Do (134) {109) 86
Materials and sqpplies e e L (4,793) (1,054) (5,031)
Prepaid expenses and other .......... ... .. ... e , } ' (1,994) (845) (1,324)
Accounts payable . ......... i LA b (32,51 15,897 " (1,380)
Accrued liab)i’litges ..... PO S 11 (10012) 21,056 5539
Contract advances ............. e P g | (563) . 3223 216
Net cash provnded by operating activities. ............. ; ' < 506,702. " 317,771 -203,2j]0
Cash Flows From' Tavesting Actwmes : if L ‘ ‘
Capital expe:ndlturesI ..................................... ‘ oo {(423,428)  (254,450)  (165,950)
Producing property and other acquisitions . .......... ... ... ..., i (122915) .(136,413) (148,076)
Proceeds from drsposmon of property and equipment .......... 1 6,796 8,722 5,975
(Acqursmon) dlsposmon of other assets . ...l L | (1,176) "(2,855) 2,079
. [ 3
Net cash u!sed in investing act1v1tles ................ "! . (540,723) (384,996) (301,972)
Cash Flows From Fmancmg Activities: ' 1 J ' ' T, ;
Borrowmgs under lme ofcredit .......... e S 4 ! 287,300 268,200 211,200
Payments under lme of cradit .= ... e | i . {258,000) (218,700) (116,100}
Net paymems on noltes payable and other long- lerm debt ceeeeeat il — - 273 (2,100)-
Proceeds from exercise of stock options ....... ... P 803 1,201 ., 436
Tax benefit from slock options ................... e, . 532 _— . ‘I—
Book overdrafts (Note iy ......... RERE .' ...... e L 3,028 . 16,333 5,343
Nel cash provrded by ﬁnancmg acuvmes e lf i 33,663 67,507 ° 98,829
Net Increase (Decrease) m Cash and Cash Equivalents . ........... ‘ lf! . (358) 282 | E 67
Cash and Cash Equwalents Begmmng of Year [................. .':. m 947 665 _ . 998
Cash and Cash Equrvalents End of Year......... N o f U §: . 589 $ T 947. % - 665
i : ey L= ‘ - .
Supplemental Dlsclosure of Cash Flow Infonnallon . : Lo l
Cash paid (recewed) during the year for: : v ] : R "
Interest .... .. ... . ... ... ... e e Liters 80 9134 8 4798 % 2520
lncome taxes : ; ..... N P D weald f .8 125j}44 =% 47276 §. 4,787
| Lt ik e
See Note 2 for non cashf| ﬁnancmg and mvesnng activities. K ! v )
i
! T

I‘ , - ' : ‘ ‘:} f
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UNIT CORPORATION AND SUBSIDIARIES ‘l
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS .

NOTE I—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES S

Principles of Consolidation. The consolidated financial statements include the accounts of, Unit -
Corp'oration and its wholly owned subsidiaries (*Unit"). The investment in limited partnershlps 1slaccounted for’
on the proportionate consolidation method, whereby Unit’s share of the partnerships’ ; assets habtlmes revenues
and expenses is included i in the appropnate classification in the accompanying consolidated ﬁnancral statements.

Certain amounts in the accompdnymg consolidated financial statements for prior periods hdve been
reclassified to conform t0 f:unent ‘year presentanon ) Cod ]r -
Nature of Busmess 1 Unit is engaged in the land ct)ntract dritling of natural gas and oil wel]s the
. exploranon development acquisition and production of oil and natural gas properties and the gathermg and
processing of natural £as. Umt s curtent contract drilling operations are focused pnmanly in the natural gas
producing provinces of the Oklahoma and Texas areas of the Anadarko and-Arkoma Basins, the Texas Gulf
_ Coast, the North Texas Barnett Shate and the Rocky Mountain regions. Unit’s primary exploratlon}and
-production operauons are also conducted in the Anadarko and Arkoma Basins and in the Texas Gulf Coast area
with additional propert:es in the Permian Basin. The majority of its contract drilling and exploratlon and"-
production activities are oriented toward drilling for and producing natural gas. Unit provides land contract
drilling services for a wide, range of customers using the drilling:rigs, which it owns and operates. Mid-stream
operations are performed in Oklahoma, Texas, Louts:ana and Kansas. : l

Drilling Contracts. Umt recogmzes revenues and expenses generated from “daywork” dnlhng contracts.
as the services are performed since the company does not bear the risk of completion of the well. Under
“footage” and tumkey contracts "Unit bears.the risk of completion of the well; therefore, revenues ‘and
expenses are recognized when the well is substantially comipleted. Under this method, substannal complenon is!
determined when the well bore reaches the negotiated depth as stated in the contract. The entire amount of a loss,
if any, is recorded when the loss is determinable. The costs of uncompleted dnllmg contracts 1nc1ud*e expenses i
incurred to date on “footag r “turnkey” contracts, which are still in process at the end of the penod ‘and are .
mcluded in other current assets The duration of all three types of contracts typically range from 20 to 90 days. At

December 31, 2006,129 of i 1ts daywork contracts had durations which ranged froni'6 months to two §ears These,

longer ferm contracts-may contam a ﬁxed rate for the duration of the contract or prowde for the penodtc '
renegonanon of the rate wnhm a specnﬁc range frorn the existing rate. *

- v : 1~ . N - N . ,.L\.

C'ash Eqmvalents and Book Overdrafts. Unit includes as cash equivalents; certlﬁcates of depos1ts and a]]
‘1nvestments with maturities at date of purchase of three months or less which are readily convértible into known'
amounts of cash. Book overdrafts are checks that have been issued prior to the end’of the pertod but not
presented to Unit’s bank for, payment prior to the end of the period. At December 31, 2006 and 2005 ‘book
overtlrafts of $27.7 niillion and $24 6. million have been included in accounts payable s :

:‘ e - PO et

"\t

_ Properry and Equzpment Drilling equipment, natural gas gathering and processmg equlpmenbt

. transportatlon equlpment and other property. and equipment are carried at cost. Renewals and improvements are
capitalized while repairs and mamtenance are expensed. Depreciation of drilling equtpment is recorded using the
“units-of-production method based on estimated useful lives starting at 15 years, mcludmg a mlmmurp provision
-of 0% of the active rate whén-theequipment is idle. Unit uses the composite method of deprecnatlon for drill
‘pipe and collars and calculates the depreciation by footage actually. drilled compared to total estimated remaining
footag,e Deprec:anond of other propeny and equipment i$ computed using the straight- hne method ovier the
estlm.tted useful lives! of the ?ssets ranglng from 3 to-15 years. ‘ ; , e I

W ,-.. a4 PO

LR 3
LR .11 .

Reahzauon of the camfmg value.of property and equipment is reviewed for poss1ble 1mpa1rment whenever
gvents or changes in c1rcurnstances indicate that the carrymg amount may not be recoverable. Assets are
S 1 ) %
' 57




. UNIT CORFORATION AND SUBSIDIAR]ES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Contmued)
. | {
|
determined to be’ 1mpa1red |f a forecast of undiscounted estimated future net operating cash flows directly related
to the asset including dssposal value if any, is less than the carrying, amoum of the asset. If any asset is
determined to be impaired, 'the loss is measured as. ‘the amount by which thc carrying amount of the asset exceeds
its fair value. An estimate of fair value is based on the best information avallab]e including prices for similar , |

assets. Changes in such estlmates could cause Unit to reduce the carrying value of property and equipment.
. l
\ :

l
.f

' |

When property and equlpment componems are dlsposed of, the cost and the related accumulated !
depreciation are removed from the accounts and any resulting gain or loss,is general]y reflected in operations. '
For dispositions of:drill plpe and drill collars, an average cost for the approprlate feet of drill pipe and drill |
collars is removed from the asset account and charged to accumulated depre|c1at1on and proceeds, if any, are
i

i

|

credited to accumu]aled deprecratton .
‘ |
Goodwill, Goodwtll represems the excess of the cost of acquisitions over the fair value of the net assets

acquired. Goodwill is not iamomzed but an impairment test is performed Iat;least annually to determine whether
-the fair value has decreased Goodwill is all related to the drilling segment. In 2005, the carrying amount of

goodwill increased by $9. 1 million resulting from the $1.1 million of goodwrll acquired in the acquisition ofa l

. »

subsidiary of Strata Drilling, L.L.C. , $7.6 million for the 2005 earn-out as pr0v1ded for in the purchase
agreement relatmg to the SerDrilco Incorporated acquisition and a' $0.4 mllhon adjustment to thé Sauer Dnllmg
Company purchase price.. ln 2006, the carrying amount of goodwill mcreased by $17.9 million from addmonal[
goodwill recorded for the, final earn-out due under the SerDrilco Incorporated acquisition. The acqu1smons are
more fully discussed i in Note 2. Goodw1ll of $10.3 millicn i is expected to be deductible for tax purposes.

!
I
; ' I
Intangible Assets. -Intanglble assets are capitalized and amomzed over the estimated period benefited.. }
Such amounts are reviewed for possible impairment whenever events or changes in circumstances indicate that .
the carrying amount may'not be recoverable. Amortization of $0.9 rmlllon was expensed in 2006. Amomzauon g
of $3.3 million, $4.4 million, $3.8 million, $2.6 mllllon and $1.2 million, ts.expected to be expensed in 2007, .

2008, 2009 2010,and 201 1 respecuvely Co ) : b
! :

0il and Narural Gas Operanons Unit accounts for its oil and natural gas explorauon and development,
activities on the full cost 'method of accounting prescribed by the SEC. Accordmgly, all productive and ’
non-productive costs incurred in connection with the acquisition, exploratron and development of oil and natural
gas reserves are capltahzled and-amortized on a composite units- of-producuon method based on proved oil and
natural gas reserves. All costs associated with acqursulon exploration andldevelopment of oil and natural gas |
reserves, including d1rectly related overhead costs and related asset retlrement costs, are capitalized. Directly !
related overhead costs of $10.2 million, $7.0 million and $4.8 million were capitalized in 2006, 2005 and 2004
respectively. Independent petroleum engineers annually review Unit’s determmatlon of its oil and natural ga:;i
reserves. The average composite rates used for depreciation, depletion and amortization (“DD&A") were $2.04,

$1.65 and $1 .41 per Mcfe in 2006, 2005 and 2004, respectively. The calculatlon of DD&A includes estlmatedr

future expenditures to be incurred in developing proved reserves and estimated dismantlement and abandonment

costs, net of estimated salvage values. Unit’s unproved propérties totallrrlg $53.7 million dre excluded from the-

DD&A calculation. In lhe event the unamortized cost of oil and natural’ 8as properties being amortized exceeds

the full cost ceiling, as-defined by the SEC, the excess is charged to expense in the period during which such
excess occurs. The full cost ceiling is based principally on the estlmated future discounted net cash flows frorn
Unit’s oil and natural gas properties. As discusséd inl Supplemental Informauon such estimates are unprecrsei
M | } Ty -
No gains or losses are recognized on the sa]e conveyance or other drsposmon of oil and natural gas

properties unless a sxgmﬁcant reserve amout is mvolved ,
L
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Revenue from the sale of 011 and natural gas is recognized when title passes, net of royalties. ‘
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UNIT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
! |
Unit’s contract dnlllng subsndrary provides dnllmg services for its exploratlon and producllqn subsidiary.
The contracts for these servrce's are issued under the same conditions and rates as the contracts entered into with
unrelated third parties. Durmg 2006, the contract dnllmg subsidiary drilled 72 wells for Unit's exploration and
production subsidiary. As required by the SEC, the profit received by the contract drilling segment of $22.2
million, $8.6 mllllon and I$3 7 million during 2006, 2005 and 2004, respectively, was used to reduce the carrying
value of Unit’s oil. and natural gas properties rathejr than being included in its operating profit. .

f v L

Limited Partnerships. Unit's wholly ownecflrsubsidiary, Unit Petroleum Company, is‘a general partner in -
" 12 oil and natural gas limited partnerships sold privately-and publicly. Some of Unit’s officers, directors and '

employees own the interests in most of these partnerships. Unit shares partnership revenues and costs in

accordance with formulas prescribed in each limited partnership agreement. The partnerships. also'relmburse Unit
" for cenam administrative cosls incurred on behalf of the parmerthps ;

Income Taxes Meaqurement of current and deferred i mcome tax liabilities and asset% is based on
provisions of enacled tax law; the effects of future changes in tax laws or rates are not mcluded in the L
measurement. Valuation allowances are established where necessary to reduce deferred {ax assets to the amount
expected to be realized. Income tax expense is the tax payable for the year and the change during lhat yearin
deferred tax assets and liabilities. 1 ’
Natural Gas Balancmg Unit uses the sales method for recording natural gas sales. This method allows

for recognition of revenue, which may be more or less than-its share of pro-rata production from celrlam wells.
Unit estimates its December 31, 2006 balancing position to be approximately 3.3 Bef on under-produced
properties and approx1mately 2.9 Bef on over-produced properties. Unit has recorded a receivable of $0.2 million
on certain wells where it estimated that msufﬁClent reserves are available for Unit to recover the under-
production from future producuon volumes. Unit has also recorded a liability of $1.1 million on certam
properties where it beheves there are insufficient reserves available to allow the under—produced owners to
recover their under-productlon from future producuon volumes, Unit's policy is to expense the pro—'rala share of
lease operating v::os.tsl from all wells as incurred. Such expenses relatmg to the balancing position on' wells in
which Unit has imbalances are not: material. k .

Employee and Director Stock Based. Compensation. Before January 1, 2006, Unit accounted for its stock-
based compensation.plans under the recognition and measurement principles of APB 25, “Accouming for Stock
Issued to Employees and related Interpretations. Under APB 25, no stock-based employee compensauon cost
related to stock opuons was‘ reflected in net income, ‘since all options granted under the plans had an exercise
price equal 1o the market leue of the underlying common stock on the date of grant. - l

Lo
i R ’ .

On January 1, 2006, Unit adopted Staternent of Financial Accounting Standards No. 123 (revnsed 2004),
Share-Based Payment, (FAS 123(R)) to account for stock-based employee compensation, Among other items,
FAS 123(R) eliminates the use of APB Opinion No. 25 and the intrinsic value method of accountmg for equlty
compensation and requires companies o recognize the cost of employee services received in exchange for
awards of equity instruments based on the grant date fair value of those awards in their financial slalemenls. Unit
elected to use the modified prospective method for adoption, which requires compensation expense t'\o be .
recorded for all unvested stock options and other equity-based compensation beginning in the first quarter of
adoption. Financial statements for prior periods have not been restated. Upon adoption of FAS 123(R) Unit:
elected to use the “short-cut” method to calculate the historical pool-of windfall tax benefits in- accordance with f
Financial Accounting Staff Position No. FAS 123(R)!3, “Transition Election to Accounting for the Tax Effects of
Share-Based Payment Awards”, issued on November 10, 2005. For all unvested options outstanding as of
January 1, 2006, the previously measured but unrecognized compensation expense, based on the fair value at the
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' operating costs of Umt s business segments. Unit utilizes, ‘the Black- Scholesioptlon pricing mode] to measure the
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1|

original grant date, wil! be recogmzed in the financial statements over the remammg vesting penod For equity-
based compensauon award{; granted or modified after December 31, ZOOS,IC(r)mpensatron expense, based on the
fair value on the date of grant or modification, will be recognized in the ﬁnancml statements over the vev.ung i
pericd. To the extent compematlon cost relates to employees directly mvolved in oil and natural gas acquisition,
exploration and de\ifelopmefnt activities, these amounts are capitalized to Oll and natural gas properties. Amounts
not capitalized to 011 and natural gas properties are recogmzed in general and administrative expense and

|
fair value of stock optlons and stock appreciation rlghls The value of restrlcled slock granls is based on lhe

closing stock pnce'on the date of the grant. ! v
Lo SRR A 1 I’
' Any uneamed compensat:on recorded under APB 25 rélated to slocktbased compensation awards is required
to be eliminated agamst the appropriate equity, accounts. As aresult, w1th1the adoption of FAS 123(R) we
eliminated $2.2 million of;unearned compensauon cost associated with grants of restricted stock and reduced-

additional paid- in caprtal by the same amount on the condensed consohdateﬁ balance sheet. FAS 123(R) requires

e

1 i
- cash inflows resu]tmg from tax deductions i in excess of compensation expense recognized for stock-based

compensation to b'e classrﬁed as financing cash mﬂows in Unit’s statemems of cash flows. Accordmgly, for thel
year ended Deccmber 31, 2006 we recorded $0.5 million of such tax beneflts from stock based compematmn as-

provided by ﬁnancmg actwmes o , |
The followmg table l’llustrates the effect on niet income and eammgs pFr share if Unit had apphed the falr
value recognition provxslons of FAS 123 to'stock- based employeé compensauon ‘priof to Janiiary 1, 2006,
Compensation expense m'cluded in reported net 1ncome before January l' 2006 is Unit’s matchmg 401(k)
contribution. t
i ) . : .

i ) | .
_ ' Lo ‘ 1 2005 - 2004
}

| a (In thousands except
: [ . B per share amounfs) [
Net Income,|as Reported et e SRR $212,442 . $90,275
Add Stock-Based Elmp]oyee Compensanon Expense Included in Reported Net oo 7
Income, Net Of Tax ..ol Y .i Ao ' - 1,923 - 1,026
Less Total Stock Based Employee Compensation Expense Delermmed Under s .
Fair.Value Based Method For All Awards .......... SUUUUUES B S . (3,989)  (2,760)
$210,376  $88,541

i b

|
Pro Forma Net Income ............... e b e ; 'l ........

)

. . . { . . ' i !

_ Basic Earnirrgs per Share: T ' :l ' Co .
Asteported .Li.. ool EPE S L% 462 % 197
Proforma.......... e U : { ........ % 458 $ 194

Diluted Earnings per Sharé: L o f _ o R
As reported , .................... e j ll ........ "% 460 § 197

1 . : Il ! - - .
Proi‘orma...’....................-....:.............}..f ........ $ 455 § 193

———

-

In 2006 Unll recogmzed Stock compensation expense for rcstncted stock awards and stock’ options of $3 1
million and capltahzed stock compensation cost for oil and natural gd';|pr0perlles of $0.7 million. The tax benefit
related to this slpck based compensation was $0 9 million. The remammg unrecognized compensation cost
related to unvested awards at December-31, 2006 is ipproximately $4.0 rrnlhon with $0.7 million of this amount
to be capltallzed The: welghted average penod of time over which lhlSHCOSl will be recogmzed is 0.9 years:
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. C !
The following table ‘estimates the fair value of each option’and stock»apprecnatlon rights granted during the
twelve month periods ending December 31, 2006' 2005 and 2004 using the Blaek Scholes model! iapplying the

estimated values presented in the table:

Twelve Months Ended December 1,

.o
P

2006 2005 12004 -

Options Granted .. ........ooivrineevnnnnnnnn. 33,000 58,500 \ 159,000
Stock Appreciation Rights .. ................... 44,665 — T —
Estimated Fair Value (In Millions) .............. $ 273 1.3 $\ - 33
Estimate’of Stock Volatility . .......... e 0.38t0 0.46 05110055 051100352

. Estimatéd Dividend Yield . .............0...... 0% 0% | 0%
Risk Free Intérest Rate . .. ..................... 47610 5.00% 4.35t04.42% 4 40to0 4. 69%
Expected Life Range Based on Prior Experlence ‘

(lnYears) ...... e e e e S5t08 ‘61010 E 6to 10

Expected vo]atllmes are based on the historical VOldIlllty of Unit’s-stock. Umt uses hlstoncalldata to
estimate option exercise and employee termmauoﬁ rates w:thm the model, and -aggregates groups of emp]oyees
. that have similar historical exercise behavior for valuatlon purposes. To date? Unit has not pald dlﬁldends on its
- “stock. The risk free interest rate is computed from the Unitéd States Treasury Strips rate usmg the term over '
which it is antlc:pated the grant will be exercised. | . L

I K
At Unit’s annual meeting.on May. 3, 2006, Umt s shareholders approved the Uriit Corporauon| Stock and
Incentive: Compensation Plan This plan allows for’ Lhe issuance-of 2.5 million shares of common stock with

2.0 million shares being the maximum number of shares that can be issued as “incentive stock options.” Awards -

under this plan may be granted in any one or a combmat:on of the following: . l !

* incentive slock options under Section 422 of the Imemal Revenue Code; : i
' _*. non- quallﬁed stock options; o o '
. performance shares;
e performance units; ' '
e restricted stock;

+  restricted stock units;
= stock appreciation rights;
. caéh based awards; and
"+ other stock- based awards _ ) L
K b RS 'i .

Th:s plan also contams various limits as to the amount of awards that can be given to an employee inany |
fiscal year. All awards shall be subject to the minimum vesting penods as determined by the: company s
Compensatlon Commltlee and included in the award agreement, - : ' ;

] !

" Activity perlammg to restncled stock awards granted by the Company ] Compensauon Commlllee under the

Unit Corporation Stock and Incentive Compensation Plan is as follows: -

Weighted
Average
Number of Grant Date
. Lo Shares | Price
Nonvested at January 1,2006 .............. T R — $ —
Granted ... ... e e S 23,381 3176
VESIed . . o — —
Forfeited i ................................................. S— —
Nonvested at December 31,2006 ... ........coovioe oo, S 23,381 $51.76
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|
For the restncted stock awards granted in 2006 16, 931 of the shares vest in fourths annually with the first
vesting period on January l 2007.-The remaining 6,450 shares all vest on January 1,-2008. No shares vested in
2006. The fair valué of the resmcted stock granted in 2006 at the grant date was $1.2 million. The aggregate
intrinsic value of the 23, 381 shares. outstanding subject to vesting at Decernber 31, 2006 was-$1.1 million with a

I

weighted average remammg contractual term of 1.4 years. 4 f
Activity pertammg to stock appreciation rights granted by the company 5 Compensanon Commlttee under ]
the Unit Corporanon Stock and Incentive Compensation Plan is as follows:. 1 _ F :
: : l ' . ? I : . Weighted®
1 . } - . L el .. Average
' ; . v 1 " Number'sof ' GrantDate .
R j ' ‘_' S = 0} ) -. Shares Price
Nonvested at JanuaryI 12006 ..o\t e 1 Do — -y —
Grantedf...‘:..:.....: ....................... e Lo 44 665 51.76
Vested !...... L. e e S T i
Forfeited ... .. o i‘ ..... —
Nonvested atDecember 31,2006 ............coiviiinnnns, * Lo 44,665 $51.76
1 _ R

g

L ' | f

The stock apprecrauon rights granted in 2006 vest in thirds annually’ wrth the first vesting period on * [
January 1; 2008. No shares vested in 2006. Fair value of stock appreciation! ‘rights at grant date in 2006 was $1 3
million. The aggregate intrinsic value of the 44,665 shares outstanding sub_lect to vesting at December 3l 2006

was zero with a welghted average remammg contractu.rl lerm of 2.0 years

In December, 1984, the Board of Dlreetors approved the adopnon of an Employee Stock Bonus Plan. Under
this plan 330,950 shares (')f common stock were reserved for issuance. On May 3, 1995, Unit's shareholders -
approved and amended the plan to increase by 250,000 shares the aggregate number of shares of common stock
that could be lssued unde!r the plan. Under the terms of the plan, awards were granted to employees in either calsh

or stock ora combmauon thereof, and are payable in a lump sum or in 1nstzllllments subject to ¢értain’
restrictions. No shares were issued under the plan in 2004. On December 13 20085, 38,190 shares (in the form lof

restricted stock at;vards) were granted under the plan one half of which was distributed on January 1, 2007 and

the other half will vest on January 1,"2008. As a result of the approval of the adoption of the Unit Corporation

Stock and Incentive Compensatlon Plan at Umt 5 annual meeting on May 3 2006, no further grants will be made
" under this plan. . . l' ’

; . H
Activity pertarmng to restricted stock awards granted under the Em‘plioyee Stock Bonus Plan is as follows:_

: ’ _' . . - l l ‘ \ o .. Welghted
j 1 L ! o Average
oo ' : ' . . 1 [ Number'of  Grant Date
! | ‘ ) i ‘ Shares " Price
Nonvested 4t January 1,2005 ... AR S — $ —
Granted ...nb . o S 38,190 58.30
Vested....jll.':..-..“.....; ............. e b, — —
Forfeited .. :,: .......................... [P : .......... — —
Nonvested at December 31,2005 ....... e ' S 38,190 ----$58.30 ’
Granted N TR R T e EERTI SRR — —
Vested .....0.....¢ e [ o — —
Forfeited R PR S e ' (738) 58.30
|' i . .
Nonvested ‘at December 31 2000 ... ' : ....... 37452 . $58.30
H 1
| o
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\
. One half of the restrlcted stock awards was dlstnbuted on January 1, 2007 and the other half.will vest on
January 1, 2008. No shares vested in 2006. The falr value of the restricied stock granted in 2005 at the grant date.

was $2.2 million, The ac'gregate intrinsic value of the 37 /452 shares outstanding subject to vcstmg at

Dc.cember 31, 2006 was $1.8 million with-a weighted avcrage remaining contractual term of 0.5 years. F

t 4

b

Umt also has a Stoc k Option Plan, which provided for.the granting of options for up to 2, 700 000 shares of

. common stock to officers. ;and employees The opuon plan permitted the issuance of qualified or nonquahﬁed

‘ stock options. Options granted typically become exercisable at the rate of 20% per year one year after bemg
grzmted and expire after 10 years from the ongmaﬂ grant date. The exercise price for options granté:d under this
plan is'the fair market value of the common stock on the date of the grant. As a result of the approval of the

adoption of the Unit Corporatron Stock and Incentive Compensation Plan, no further awards will be made under
the optlon plan.

Activity pertaining to the Stock Option Plan is as follows:

. Weighted
.* ! Number of |Average
. o Shares Exercise Price
Outstandmg at January 1,2004.. . ... ..., S e 536,750 '$15.52
Granted ;... 134,500 . 37.23
Exercnscd ........ ceeeens O (101,800) . 184
Cancelled . ... ... e e e e e e e ~ (15,700)  18.66 ;..
“Outstanding at December 31, 2004 ......... O 553,750 22117
Granted ...\t il 3000 laTae !
E:_cerc1sed..-..........................: ................... (91,237 - {16.08 ‘
Cancelled.....: .............. . A -{(61,800) - 25.03
‘Outstinding at December 31,2005 ...} .................... L4473 1244
Granted ...... ........... e e . ' 50000 +55.83 ,
.Exercised ... ... TR TRy e e (57.563) .. E 15.61 !
““Cancelled .......... ... e J P (800) '37.83 :
',butstanding at December 3 1. 2006 . ... 381,350 $£25.81 :

b t

L
The fair value of the stock options granted at the grant date under the Stock Option Plan in 2006 2005 and’

2004 was, _$0.1 million, $0. 7 million and $2.9 million, respectively. The total grant date fair value ofnhe 67,670,

79,870 and 71,770 shares vesting in 2006, 2005 and 2004 was $1.4 million, $1.5 mitlion and $0. 9 m111|0n

o respectlvely The intrinsic value of options exercised in 2006 was $2.4 million. Total cash received from the |

options exercised in 2006 was $0.7 million.

Outstanding Optionsat . |-,

December 31, 2006 |
Weighted Average- .- Weighted
i Number of Remaining * + Average
w . Shares Contractual Life . Exercise Price
B35 34,000 2.0 years s 3.75
BI6.69—-$19.04 .. ... ... ... 111,000 5.4 yearss . - $18 36 4
$21.50-82628. ... ... 89,510 7.0 years T $22 96 ,
8347583783 . 141840 - 8Oyeaws-  $37.67 ,
L 85390-%6032....... ..., e 5,000 93 years - $55 83 RS

[
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The aggregate mmnme value of the 381,350 shares outstandmg subject to option at December 31, 2006 was' -,
$8 6 million with a we1ghted average remaining contractual term of 6.5 years. :

"each annual meetmg of shareholders each person who was then a member of the Board of Directors of Unit and )

————r

P S,

it

f I l' ! };xercisable Optidns At

[ s : ! f’ December 31, 2006 -

' - J 1 | Weighted

. | o Number of _ Average -
Exercise Prices I } ' ' Shares ' Exercise Price g
$3.75 . ..... Lo PP L. 34000 $375 '}
1669 = $19.04 .. o2\ttt L. 91,600 '$18.21
$21.50-$2628....L. ... FEUII b 49970 52286
: b 49,340 $37.74 .

. -approved the Umt:Corpor?tron 2000 Non- Employee Dlrectors Stock 0pt1on Plan which replaeed the prior plan.
. Under the new plan an aggregate of 300,000 shares of common stock may be issued on exercise of the stock :

> ¢ommon stock. Tllre optroln price for each stock option is the fair market value of the commeon stock on the dateI
- the stock opuons are granted. The term of each opnon is 10 years and cannot be mcreased and no stock optlons

$34.75 - $37?3....| ...... U RETRITTIRRPRS b
' !
Opuons for 224 910, 214,803 and 226,170 shares were exercisable wrth weighted average exercise pnces of

- $21.34,$17.68 and 514, 46; at December 31, 2006, 2005 and 2004, respectrvely The aggregate intrinsic value of; -
shares exercisable at December 31, 2006 was $6. l mrlllon with a welghted averdge remaining contraclual term of

5.7 years. . ; ] - i . ]

In February ahd MayI 1992, the Board of Directors and shareholders [re'specuvely, approved the Unit
Corporation Non-Employee Directors’ Stock Option Plan. Under.the plan on the first business day following'

who was not then an employee of the company or any of its subsidiaries \:vais granted an option to purchase 2, 500
shares bf common stock. In February and May 2000, lhe Board of Dlrectors and shareholders, respectively,

optlons Comrnencmg with the year 2000 annual meeung, the amount granted mcreased to 3,500 shares of

|
may be exercrsed dunng the first six months of i rts term except in case of death

s T — . . Zw Tl ‘_,

- Acr_rvrty peniammg to the Drreclors Plan is as fo]lows: Y

l . Welghted +

l Number of Average

o ‘ Shares Exercise Price

"+ " Outstandinglat January 1,2004 .. ................o b, 80500 81609

Granted ...} e e b 24,500 28.23

“Exercised ..l EPIUUT ll (11,000) 824 " {.
Outstandmg’ at December 31,2004 .. ... ...l l A 94,000 20.27 s N
'Granted .......................................... w " 24,500 39.50 L f: 7

. Exerciged...l.......o PPN JE S (19,000) 17.99 ..

Cancelled...l. ..... e U SR (3.500) - 39.50

) i . v Il

- outstandmg' at December 31,2005 .. ... O [ 96,000 * . -24.93

Granted.......................;-.‘ ..... e L © 28,000 62.40 +

Exercrfed...' ...... SUTUD, R 4 s (3,500) 2010 :

Ouistanding at December 302006 o : Jooi 120,500 $33.78 .

I L]

[

‘ The falr value of the stock optrons granted at the grant date under Ihe Stock Option Plan in 2006, 2005°and '
2004 was $0.7 million, $0.6 million and $0.4 million, respectively. The;totdl grant date fair value of the 28 000, .

N ' - l
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|
24,500 and 24 500 sharcs vesting in 2006, 2005 and 2004 was $0.7 million, $0.6 million and $0.4 million,
respectively. The 1ntr1nSlc value of options exercised in 2006 was $0:1 million. Options totaling 28,000 vested
duririg 2006. Total-cash received from options exercised in 2006 was $0.1 million.

| o
Outstandmg and Exercisable ‘

T ’ ' ' Options at December 31, 2006

: j P : : Weighted Average 1We|ghted

. L .J ! Number of Remaining Average
. Exerclse Prices ) Shares Contractual Life Exercte.e Price

$6.90 .. ... z_ e 5,000 2.3 years '$ 6.90

SI219-81754 .. i e 14,000 4.1 years i$16.20

$20.10 - $20.{-¥6 S e 31,500 5.9 years { $20.30

$2B23-83950 ... ... 42,000 7.8 years 1$33.87

$62.40 ..... S 28,000 9.3 years  $62.40

Opuons for 120 500 and 96 000 shares were exercisable with welghled average exercise pncés of $33.78
and $24.93 at December 3] 2006 and 2005, respectlvely The aggregate intrinsic value of the 120, 500 shares
outstandmg subject to options at December 31, 2006 was $1.8 million with a weighted average remaining
contractual term of 7.0 years. o 1

- ' . b

S"el’flnsuh’ance Unit is self-insured for certain losses relating to workers’ compensation,. genera] habllrty,
property damage, control of well and emp]oyee medical benefits. In addition, Unit’s insurance p011c1es contamr
deductibles or retentions per occurrence that range from $0.5 million for Gklahoma workers’ compensatron as|
well as claims under Unit's occupanon benefit plans, to $1.0 million for general liability and drlllmg rig physical
damage. Unit has purchased stop-loss coverage in order to limit, to the extent feasible, per occurrence and

; . aggregate exposure to certain types of claims. However, there is no assurance!that the insurance Coverage Unit
has will adequately protect11t against habllny from all potential consequences. If insurance coverage becomes
* more expensrve Umt may choose to decrease its limits and increase its deductibles rather than pay higher

premiums. Followmg the acqu1smon of SerDrilco Incorporated and the creation of Unit Texas Drilling, L.L.C.,
Unit has elected to use an ERISA governed occupational injury benefit plan to cover the field and support staff
for drilling operations in the State of Texas in lieu of covering thern under an insured Texas workers’
compensation plan.

‘ E .

Treasury Stock. On August 30, 2001, Unit’s Board of Directors authorized the purchase of up to one

~ rmllmn shares of Unit’s common stock. The timing of stock purchases is made at the discretion of management i
No n'easury stock was owned by Umt at December 3] 2006, 2005 and 2004. l

5 ) o E

F mancml Instruments and Concenrranons of Credit Risk.  Financial:instruments, which polentlally
subject Unit to concentrations of credit risk, consist pnmanly of trade recelvables with a variety of oil and
natural gas companies. Unit does not generally require coilateral related 1o recewables Such credit nsk is
considered by management to be limited due to the large number of customers compnsmg Unit’s. customer base.
During 2006, Chesapeake Operating, Inc. was Unit's, largest drilling customer and provided 10% of Umt s total
contract drilling revenues. In 2006, purchases by Eagle Energy Partners I, L.P., ONEOK and ConocoPhllhps
Company accounted for approximately.17%, 16% and 10% of Unit's oil and natural gas revenues, re'spectlvely
For 2003, purchases by Eagle Energy Partners'I, L.P. ;accoumed for approxrmately 31% of Unit’s oiljand natural |
gas revenues while purchases by Eagle Energy Partners 1, L.P. accounted for 25% of Unit’s 2004 oil and natural :
gas revenues and Cinergy Marketing & Trading LP accounted for approximately 11%. Before sellmg its interest
on August 2, 2004, Unit owned a 16.7% interest in Eagle Energy Partners I, L.P. In addition, Unit had a
concentration of cash of $4.3 million and $ 19.1 million at December 31, 2006 and 2005, respectrvely. with one |
bank. =

'
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Hedging Acuvmes i é)n January 1, 2001, Unit adopted Statement of Fmancral Accounting Standard -
No. 133 (subsequenlly amended by Financial Accounting Standard No.’s 13’{ and 138), “Accounting for-
Derivative Instruments and'Hedging Activities” (“FAS 133"). This statement requires all derivatives o be Lo
recognized on the balance sheet and measured at fair value. If a derivative.j s, designated as a cash flow hedge,
Unit is required to measure the effectiveness of the hedge, or the degree that, the gain (loss) for the hedging
instrument offsets the 1oss (galn) on the hedged item, at each reporting penod The effective portion of the gain
{loss) on the denvatwe mstrument is recognized in other comprehensive i 1ncome as a component of equity and
subsequently reclassnﬁed into earnings when the forecasted transaction affects earnings. The ineffective portion
of a derivative’s change m:falr value is required to be recognized in earnmgsI immediately. Derivatives that do
not qualify for hedge treatment under FAS 133 must be recorded at fair value with gains (losses) recognized in |
earnings-in the perlod of change - I . !

Unit penodlcally enters into derivative commodity instruments to hedge its exposure to price fluctuations c(in

l

oil and natural gas productlon Such instruments include regulated natural gas and crude oil futures contracts
traded on the New;York Mercanule Exchange (NYMEX) and over-the- cour;ter swaps and ba51c hedges with

major energy demiatlve product specm]ists

-..i

| .
in December 2006, Unit entered-into the following natural gas hedging transaction.

: o } :

First Contract: o . N

. Productilon volume covered - X 10,000 MMBtus/d.iy '
Period covéred ! o . : . January Ihrough December of 2007
Prices ; : j o Floor of $6. 00 land a ceiling of $9.60
Underlying commodity price . Centerpoint ﬁnergy Gas Transmission Co., o

; - ] Lo - East—Inside FERC
This hedge for 2007,is a cash flow hedge and there | 1is no material amolunt of lneffecuveness The fair value
of the hedge was recognlzed on the December 31, 2006 balance sheet as current derivative assets totahng $1 4‘
million and a gam of $0.9 mllhon net of tax, in accumulated other comprehenswe income.
I | .

In January 2?05, Unil entered into the following‘two natural gas collalr contracts:.
. T . . L - L b oo - X o
. ) | l .

. N £
First Contract i . : C ' L : _ : . I
* Production volume covered oo 10,000 MMBtus/day - .-
- Period covered e : April lhrough’October of 2005 I
Prices - ' - Floor of $5,50 and a ceiling of $7.19
UnderlS/ing commodity price Centerpomt Energy Gas Transmission Co.,
ooy L East-——]n51de FERC . : 7,
Second Contract b - o i [ : S f
Production volume covered S 10, 000 MMBtuslday :
Period: coverec'l o L ' April through October of 2005 l
Prices | | . . f Floor of $5 50 and a ceiling of $7.30 -.
Undertying cc)'mmodity price - Centerpomt Energy Gas Transmlsswn Co .

. - . East—Inside|FERC
PN 2 . . . 3 >’
In March 2005 'Unit also entered into an oil collar contract covermgl] 000 barrels of oil production per day
This transaction: covered the period of April through December of 2005 and had a floor of $45.00 and a ce1lmg of

$69.25 and is' based on the underlying commodity price at West Texas lntermedlate—NYMEX !
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. underlying commodny price at West Texas Intermediate—NYMEX. . { R

. 2005 and decreased by $0. 5| million in 2006. The fair value of the swap was recognized on the, December 31,

UNIT CORPORATION AND SUBSIDIARIES '
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. NOTES TO CONSOLIDATED! FINANCIAL STATEMENTS—(Contrnued)1 _ :
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Al] of these hedges were cash'flow hedges and there was no material amount of 1neffecuveness The natural
gas coltar contracts decreased our 2005 natural gas revenues by $4.1 million. Umt dld not have: any oil or natural

" gas hedgmg transactions outstanding at December 31, 2005: ¥ ",_,*. oo .;.h SR T T
R [ R | O 1 . ,,;E‘:.'F,' PR
Durlng the first-and second qua.rters of 2004, Umt entered into the followmg two fidtural gas {:ollar, S
contracts ey I o ‘. . . . Tk e T E . l '
« First Contract:’ Co L AR EL L . |
~ Production volume covered "% . o 10,000 MMBtus/day w{ S !
- Period.covered - ’ ' April through October of 2004 :
"Prices Floorof $4.50 and a ceiling of $6.76; 1 .
Underlying commodity price Centerpoint Energy Gas Transmlssro
- e S = ; East—Insnde FERC . L e '
Second Contract: - . - - : & ' R
Production votume covered : o 10,000 MMBtus/day - g. b
Period covered . - May through October of 2004 & ARSI
Prices , Floor of $5.00 and a celhng of $7 00 o
Underlying commodity price Centetpoint Energy Gas Transmlssmn|Co ‘ '

East—Insrde FERC - e S B

vt [ i [‘. BN KN
Unit also entered into an oil hedge covenng 1,000 barrels of oil productlon per day. Thls transactlon covered
the period of February through: December of 2004 and had an average price of $31.40 and is based on the - foo

F -‘“, .
e f s d

All of lhese hedges were cash flow hedges and there was no material amount of meffectlveness The natural ‘
gas collar contracts increased our 2004 natural gas revenues by $48,000. Oil revenues were reduced by $3.6- . i

million in 2004 due 1o the settlement of the oil hedge. Unit did not have any’ hedgmg transactions Ollltstandmg aL.”
December 31, 2004. . o i -

- E

In February 20035, Unit entered into an'interest rate swap to help manage its exposure to possnble future: |
interest rate increases. This contract swaps $50.0 million of variable rate debt: to fixed'and covers the period frorh
March 1, 2005 through January 30, 2008: The fixed: rate is based on three-month LIBOR and is at 3! 99% This «
swap is a cash flow hedge. As a result of this interest rate swap, interest expense was increased by $0 2.million in’
2006 balance sheet as current and non-current derivative assets:totaling $0 7 million and a gain of $0 4 million, |,
net of tax, in accumulated other comprehens:ve income. 4_ Lo 'i' -y

- N o
Accounting Esnmates The preparauon of financial statements in conformuy wrth generally accepted iR

accounting pr1nc1ples requ:res management to make estlrnates and assumptions that affect the reported amounts
of assets and liabilities and dlsclosure of contingent assets and liabilities at the date of the financial statements

and the reported amounts of fevenues ind expenses during the reporting period. Actual results could differ from '

those estimates. 1 . . . P . |

LY 5
-« Impact of F mancml Accounnng Pronouncements. Before January 1, 2006, Umt accounted fpr its, stock-
based compensation plans under the recognition and measurement pnncnples of APB 25, “Accountmg for:Stock
Issued to Employees,” and related Interpretations. Under APB 25, no stock-based employee compens|atlon cost !
related to stock options was reflected in net income, since’all options granted under.the’plans had an. exercise ' ;
price equal to the market value of the underlying common stock on the date of grant.; On January I, 2006 Umt-
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NOTES rTb CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
S 1

adopted Statement of Financial Accounting Standards No 123 (rev1sed 2004) *Share-Based Payment”, (FAS

123(R)) to account for stock based employee compensation. Among other it¢ems, FAS 123(R) eliminates the use

of APB Opinion No. 25 and the intrinsic value method of accounting for equlty compensation and requires.

companies 1o recognize the' cost of employee services received in exchange for awards of equity instruments -

based on the grant date fdll‘ value of those awards in their financial statements Prior to the adoption of FAS

123(R), Unit followed the mlnrme value method in accordance with APB 25 to account for employee stock-

based compensation. Prior period financial statements have not been restated In accordance with the

implementation of FAS l23(R) Unit expensed $0.8 million in the contract dnllmg segment, $0.6 miilion in the ]

oil and natural gas segment and $1.7 million to corporate general and admmlstratlve expense, for a total of $3.1 |
|

million, in 2006 and capntahzed $0.7 mlllron as a part of geologlca] and geophyswal costs.
Ol
l

l
|
|
r
|
5

Any unearned compe;hauon recorded under APB 25 related to stock- based compensation awards is requrred
to be eliminated against the appropriate equity accounts. As a result, on ddellOl’] of FAS 123(R) the company
eliminated $2.2 million’ oflunearned compensation cost associated with restricted stock and reduced additional |
paid-in capital by the same. amount on its condensed consolidated balance sheet. ‘ i

[ S | i

The remaining unrect])gmzed compensation cost related to unvested awards at December 31, 2006 is 't
approximately $4.0 million with $0.7 million of that amount to be capttallzed The weighted average period of ;
time over which this cost twll be recognized is less than one year. If Unit had applied the fair value provisions of
FAS 123(R) 10 stock base,d employee compensatton in 2005, net income and earnings per share would have been
reduced by approx1mately, 321 mrlllon and $0.05, respecttvely and for 2004 by approx1mately $1.7 million and

$0.04, respecuvely S L . {
]

. i 1

Under the provision of FAS 123(R), tax deductions associated with Unit’s stock based compensauon plans

in excess of the compensanon cost recogmzed are recorded as an increase to additional paid in capital and

" reflected as a financing ca{sh flow-in the statement of cash flows. The adoptmn of FAS 123(R) did not have a

|
material impact on our consolldated slatements of cash flows for the twelve month period ended December 31, ,

! ;

- 2006. ‘ ) _
} ' ] '

In June 2006 the Fmdnual Accounting Standards Board (“FASB”) 1ssued FASB Interpretation No. 48, |
“Accounting for Ul‘lCBl‘ldll’Ily in Income Taxes, an Interpretation of FASB Statemenl No. 109" (FIN 43). FIN 48
clarifies the accounting f01 uncertainty in income taxes recognized in an enterpnse s financial statements in
accordance with FAS No. 109, “Accounting for Income Taxes”. FIN 48 refers to “tax positions” as positions |
taken in a previously ﬁled lax return or positions expecled to be taken in a future tax return that are reflected i in

i
measuring current or deferred income tax assets and liabilities reported in the financial statements. FIN 48 further

(clarifies a tax posmon to'include the following: 1 -
!

a decision not to fileatax returnin a pamculdr _]unsdlcuon for Wthh a return might bé requtred

I

|

. I

* an dllocatu)n or a shlfl of i income between [aXlngJLll'lSdICllOllS, o ‘ '
!

¢

i

the eharactenzatlon of income or a decision to exclude reportmg taxable income in a tax return; or
I

+ a dec1s:0n to clasqtfy a transaction, entity, or other position in a tax return as lax exempt.
: . . i
FIN 48 clanﬁes that a tax benefit may be reflected in the financial statements only if it is *more llkely than
not” that Unit will be able to sustain the tax return position, based on its techmcal merits. If a tax benefit meets
this criterion, it should be measured and recognized based on the largest amount of benefit that is cumulanvely
greater than 50% likely to be realized. This is a change from current practlce whereby companies may recogmze

a tax benefit only if it lsJ probable a tax position will be sustained.

| ' 68




UNIT. CORPORATION AND SUBSIDIAR[ES }.

NOTES TO CONSOL[DATED FINANCIAL STATEMENTS—(Contmued)

¢ "' . .ﬁ
FIN 48 also, requ1res that Unit make quahtauve and quantltattve dtsclosures mcludmg a)dlscussmn of
reasonably. posstble changes that niight occur in. unrecogmzed tax- beneﬁts over the next:12: months ‘a description
of open tax years by.major jurisdictions;.and a roll-forward of all. unrecogmzed tax ‘benefits,: presented as'a
reconciliation of the beg,mmng and ending balances of the unrecognlzed tax benefits on‘an aggregated basis.

ThIS statement became effecnve for us on January 1, 2007. Whlle the company contmues to evaluale lhls
standard, it does not believe it will have a matert.ll effect on its statement of income, financial condition or cash
flows. : : IR . 1 - . i

i - e . - s . A '

In June 2006, the FASB ratified the consensuses réached by the Emerging Issues Task Force on EITF 0613

“How Taxes Collected from Customers and Remitted to Governmental:Authorities Should Be Presented in the

Income Statemeént (That is, Gross versus Net Presentation)”. Accordmg to the provu.tons of EITF 06-3:

¢ laxes assessed by a governmental authonty that are dtrectly imposed on a revenue producmg i
transaction between aseller and a customer may mclude “but are not llmtted to sales, use value added
and some excise taxes; and T ) : . ‘“ T

f o ‘-' A ‘ '

+  that the presentauon of such taxes on e1ther a gross (mcluded in revenues and costs) or a net (excluded
from revenues) basrs is an accountmg pohcy decision that should be dlsclosed under Accountmg '
Pnncnples Board Opmlon No. 22 (as aniended), “Disclosure of Accounttng Pohc:es” I 'addition, for
any suchltaxes that are reported ond gross basis, a company should dtsclose the amounts of those taxes

"ininterim and annual financial statements for each’ penod for Which an mcome!statement is presented if

those arnounts are sugmﬁcant The disclosure of those taxes can be made on an aggregate basis.
) - “ b, . .o I
EITF 06-3 should be applled to financial reports for interim and annual repomng periods begmmng after
December 15, 20061 -Because the provisions.of EITF 06-3 require’ only the presentauon of addmonal disclosures,
‘the company does. not expect the adoption of EITF 06 3 tohave an effect on. its statement of | 1ncome financial

condition or cash ﬂows L . |

-

In September 2006, the . FASB issued FAS No.! 157, “Fair Value Measurements” (FAS No. 157) FAS
No. 157 establishes .a common definition for fair value-to be applied to US GAAP guidance requiring use of fair
value, establishes a framework for measuring fair value, and expands the disclosure about such fair value
measurements. FAS No. 157 is effective for fiscal years beginning after November 15 "2007. Unit is currently
assessing the 1mpact of FAS No. 157 on its statement of income, financial condition and cash ﬂowsl
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NOI‘EZ—ACQU SITIONS 1

o I-‘ 4 .
R |

On Qctober 13, 2006 Umt completed its acqunsttton of Brighton Energy, L.L. C (Bnghton) a privately |

|

owned oil and nalural gas company for approximately $67.0 miltion. This acquisition mvolved all of Brighton's ..

oil and natural gas assets (e'xcludmg Atoka and Coal counties in Oklahoma). The majority of the acc]ulred
reserves are located i in the’ Anadarko Basin of Oklahoma and the onshore Gulf Coast basins’ of Texas and ,
Louisiana, with addmondl reserves’ in-Arkansas, Kansas Montana, North Dakota and Wyommg This acqutsttton
had an effective date of August 1, 2006 and was included in the company s statement of income staftmg in
October 2006 with the results for the. period from August 1, 2006 through Sepiember 30, 2006 mcluded as an
adjusunent to the purchase price. The'$67.0 million pzud in this d@cquisition increased the company’ s basis in o1l |,
and natural gas properues by $65 4 .with the remammg $l .6 million reﬂeclmg workmg capttal l L '!
t . : .
In September 2006 Umt closed its acqutsmon of Berkshlre Energy LLC: ' a pnvate company for an ad]usted
purchase price of $21.7. million. The prtnc:pal assets of the acquired company consist of a natural gas processing
plant, a natural gas gathering system with 15 miles of pipeline, three ﬁeld compressors, two plant COMPressors
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{
|
|
i
l
l
:
and associated customer comraus and relauonshlps As part of the. acqu1sntlon Superior acquired long-term I
contracts for the g.nhenng and processing of natural gas that will flow through this gathering system, the value of
which is reported as an amoruzable intangible-asset. The capitalized value of lhese contracts and associated '
customer relationship will be amortized over an estimated life of 7 years. TheI purchase had an effective date of E
July 31, 2006. The financial results of the acquisition were included in the Unit’s statement of income from I
September 1, 2006 ﬁommd with the results for the period from August 1, 2006 through August 31, 2006 mcluded
as an adjustment to the purchdse price. The $21.7-million acquisition pnce for Berkshire Energy LLC was ‘

allocated as follows' (m thousands):
b

Working Capital Lo e S
Processing Plant and Gathering System . .. .............. e 3422
Amortizable Intangible Assets ... .. ...................... e .. 17,957
. B LT

! $2l,716

" Total Consic:ieration .......... T e
,’ . s : T . . | ’
On May 16, 2006, Umt announced it had closed the acquisition of certam oil and natural gas properties fro
a group of private entities for approximately $32.4 million in cash. This acqu:smon had an effective date of |

April |, 2006, The $32.4 mnlllon pald in this acquisition increased the company s basis in oil and natural gas

|
|
|
m
f
|

properties, - ! !
On November 16, 2005 Unit completed its acqu:smon of certain oil anId natural gas properties from a group
of private entities for an adjusted purchase price of $82.0 million in cash: The properties are located in
Oklahoma, Arkansas and Texas. The effective date of this acquisition was July 1, 2005. The $82.0 million paid in
this acquisition increased Umt s basis in oil and natural gas properties held under the full cost method. The I
results of operations for the acquired properties are included in the statement of income beginning November 1 i
2005 with the results for the period from July 1, 2005 through October 31, 2005 included as part of the adjusled
purchase price, | _ '!

On August 31, 2005,'Unit closed its acquisition of all the Texas drillinlg operations of Texas Wyoming |
Drilling, Inc., a Texas-based privately-owned company, with the exception of one drilling rig which the company
subsequently acquired on October-13, 2005. The total purchase price of the acquisition, which includes seven
drilling rigs, was $31.6 m}lllon with $19.6 million paid in cash and $12.0 m:lllon in stock, representing 246, 053
shares. Of the total amount, $13.3 million was paid in cash and $12.0 mllhon was issued in stock on August 31l :
2005 with the remaining $6.3 million paid in cash on Qctober 13, 2005. Slx of the drilling rigs are active in the/
Barnett Shale area of North Texas: Six of the seven drilling rigs are mechamca] and one is a diesel electric }
drilling rig. They range from 400 to 1 ,700 horsepower. The results of operanom for the six dnllmg rigs acqu1red

were included in the 9tatelment of income for the period after August 31, 2005 and the results of operations for l
the seventh dnllmg rig wa'; included in the statement of income for the penod after October 12, 2005. !
The $31. 6 million acquisition price for the seven drilling rigs and related equipment acquired from Tean}i

|

{

|

]

l

!

|

Wyoming Dniling, Inc. was allocated as follows (in Ihousands) ! : ‘ )
‘ i

|

!

|

I

;

[

|

!

’l

Dnllmg Rigs .I ...... [ N PUPUUII U A $26,006
Spare Drilling Equlpment e e . 896
DrlllPlpeandCollars....-...4..’ ..... L e 4,098
Trucks .. .... e e e e e L 565
Other Vehicles ........................ e e 35

Total con%ideranon ................................ R R $31.600

i

|

;

|

|

| |
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UNIT CORPORATION AND SUBSIDIARIES I
NOTES .TO.CONSOL[DATED FINANCIAL STATEMENTS—(Cﬁntinued)'

Only the cash.portion of the transaction appears in the investing and financing activities sections of the

company’s consolidated condensed fi nanCIal statements of cash flows. : . i
* .

On June 15, 2005, Umt completed its acquisition of certain oil and natural gas properties from aprivate” ’
company for a pu’rchase pnce .of $23.1 million in cash. The effective date of the acquisition was Apnl 1, 2005.
The resuits of operauons for the acqulred propemes were included in the statement of income beginning June 1,
2005 with the resulls for the period from April 1, 2005 through May 31, 2005 mcluded as'part of the purchase
price. The $23. | rrullmn pald in this acquisition increased our basis in oil and natural gas. properues held under
the full cost method with $0.9 million recorded in undeveloped leasehold .

N !

On January 5, 2005, Unit acquired a sub51d1ary of Strata Dnllmg, L.L.C. for $10 5 million i 1n cash, In this
acquisition the’company acqmred two drilling ngs as well as spare parts, inventory, drill pipe, and other major :
drilling rig components. The two drilling rigs are 1,500 horsepower, diesel electric dnllmg Tigs wnh the capacuy
to drill 12,000 to 20,000 feet. The results of operations for this acquired company were are mcluded in the
statement of i mcome for the penod after January 5, 2005 - ' i . f

. ' { N T A '

The $10.5 mitlion paid in this acquisition was allocated as follows (in thousands): i

DrillingiRigs .. .......... PSP - $5712
Spare Drilling Equipment . . . ........ T R LR R PR RERRRRY :2,715
Drill Pipe and Collars . ............. ..o e © 932
Goodwnll R S [ 1,106

" Total conSIAEration . . ... ....overri e . Py $10,465

| !

. On December 8, 2003, Unit acquired SerDrilco Incorporated and its subsidiary, Servnce Dnllmg Southwesl
LL.C, for $35.0 mllllon in cash: The terms of the acquisition include an earn-out provision allowmg the sellers
to receive one-half of the cash flow in excess of $10.0 million for each-of the three years following the
acquisition. An add:uonal $17.9 million, $7.6 million-and $1.9 million was added to goodwill for the liability
associated with the 20006, 2005 and 2004 earn- -out, respectively. The assets of SerDrilco Incorporaled included 12
drilling rigs, spare drilling equipment, a fleet of 12 larger trucks and trailers, various other veh:cle% and a dlSIl'lC[
office and equ:pmem yard in and near Borger, Texas. The results of operations for the acquired enuty were
mcluded in the statement of income for the period begmmng after December 8, 2003

The amounts pald for all of the company’s acquisitions listed above were determined thmugh‘ arms-lenglh
negotiaticns between the parties and have been accounted for using the purchase accountmg method
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NOTES TO CONSOLIDATED FINAN CIAL STATEMENTS—(Contmued)

A l

NOTE 3—EARNINGS PER SHARE — o . : l

|
The fol]owmg data shovss the amounts used in computmg earmngs per share.”

. i +
P I o IR Weighted ~ - - '
| i . S Income. . Shares - Per-Share .
| i ) . g ) (Numerator) {Denominator) . Amount
' - r (In rhohsands except per sh‘a}'e amounts) .
For the Year Ended December 31,2006: B N N e
Basic eammgs per commonshare ........... S ‘$31l2,177‘ CT 46,228 $6.75 )
Effect of dllutlve stock options and restncted stock . ;—f - 223 (0.03)
. i . . —_— . -
Dlluted ea}mmgs per common share“b. N $312,177 46,451 - §672
For the Year Ended Delcember af200s: o i T
" Basic eammgs pe{ corimon share ... .. e 8212442 45940 . $462 ‘
Effect of (!ilhltlve stock optlons and. restrlcted stock 1—% 249 - 0.02) - *
' Diluted ealrnmgs per common share ... - ... et $212__4¢712 46,189 $ 460
j . i : ' - 1 . -
' For the Year Enided December 31,2004 -~ .. ['% . ] % o
Basic earnings pe|r common share . ..., e $ 90,275 45717 1. $1.97
. Effect of dilutive lstock options ........L.... e 4 S A —
Diluted earnings per common share ......... e $ 96:275 45934 " '$1.97 "
_ _ . | N
The following options and therr average exercise prices were not mcluded in the computauon of diluted
earnings per share because the optron exercise prices were greater than the average market price of common’
shares for the years ended December K2 I

- o ' - Pl .

' T, ‘ . - 2006 . 2005 2004 .
Options ... ... i 33000 — ¢ 127,500
Average Exerclise Price . S U 1% 6140, S Z s 37.83

NOTE 4-—LONG- TERM DEBTAND OTHER LONG TERM LIABILI TIES
! '
Long -term debt consisted of the followmg as of December 31:
) B i N 205 . 3005
1 {In thousands)
Revolving Credit Fac1lrty, with Interest at December 31, 2006 and -
2005.0f 6. 4% and 5.4%, Respecnvely e ' ............. - | ..... $174,300 $l45,000

Less Current Portion | ... ... it '. ......... T — — !

Total‘Long-Tci:rm Debt ................. T S . ! ..... $174,300  $145,000
. ! ' )

s

On Decemberi3'l 2006, Unit‘ had a $275.0 revolving credit facility. Borrowings under the credit facility are
limited to a commrtment amount. On October 10, 2006, Unit signed a third a'mendmem to its credit facility which
raised the commitment amount from $235.0 million to $275 0 million. Borrowmgs under the credit. facility are
limited to the commltmentlamount but Unit may elect to have a smaller amoum available. At January 1, 2006,
Unit had elected the full $235 0 million of the commitment amount in place at that time to be available, On June 11,
2006, Unit elected to reducire the avaJIable amount to $175 0 before subsequenliy raising 1t to $200 0 million on.

. |

N
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) ! |
September 15, 2006 and to the full $275.0 million commitment amount on November 1 l 2006 These elections
were prlmanly made based on Unit’s requtrements to finance both natural gas gathermg and producmg oil and
natural gas property acquisitions. Unit is charged a commitment fee of .375 of 1% on the amount avallable but not
borrowed. Unit mcurred Jorigination, agency and syndication fees of $515,000 at the 1nceptron of the new’
agreement, 540, 000 ‘of which will be paid annually and the remainder of the fees amnortized over the four year life
of the agreement.'During 2005 and 2006, Unit incurred additional ongmanon agency and syndrcatlon fees of
$187,500 and $60,000, respectively while amendmg the credit facility and'these fees are being amortrzed over the
remaining life of the agreement. The average interest rate for 2006 was 6.3%. At December 31 2006 and
February 16, 2006, Unit's borrowings were $174. 3 million and $160.5 million, respecuvely ‘

The borrowmg base under the current credrt‘facrhty is subject to re—determmatlon on May 10and .
November 10 of each year. The latest supported a borrowing base of $375. 0 miltion. Each re- detlermmatlon is
based primarily on the sum of a percentage of the discounted future value of Unit’s oil and natural gas reserves
as determmed by the banks. The determination of Unit's borrowing base also mc]udes an‘amount represenung a

small part of the value of the drilling rig fleet (limited to $20.0 million) as well s such loan value as the lenders -

reasonably attribute to Supenor Pipeline Unit’s cash flow as defined in the credit facility. The credn facility 5
allows for one requested spec1al re-determination!of the borrowing base by either the banks or Umt between each
scheduled re—determrnauon date: = . - -

At Unit’s elecnon any part of the outstandrng debt may be fixed at a London lnterbank Offered Rate (LIBOR)
Rate for a 30, 60, 90 or 180 day term. During any LIBOR Rate funding period the oulstandlng pnnerpal balance’ of
the note to which such LIBOR Rate option applies may be repaid on three days prior notice to-the admtmstratwe :
agent and subject to the payment of any applicable'funding indemnification amounts. Interest on the LIBOR Rate is
computed at the LIBOR Base Rate apphcable for the interest period plus 1 00% to 1.50% dependmg on the level of
debt as a percentage of the total loan value and payable at the end of each term or every 90 days whlchever is less.
Borrowings not urlder the: L[BOR Rate bear interest at the JPMorgan Chase Prime Rate payable at the end of each
month and the principal borrowed may be paid anytime in part or in whole without premium or penalty At
Decentber 31, 20_()6,_5!70,6 million of Unit’s $174:3 million debt was subject to the LIBOR rate. ,‘ -

: a i

The credit fac111ty includes prohibitions agamst - ! ;

-+ the payment of dividends (other than stock dividends) during any fiscal year in excess of 25% of Umt s

'

' consohdated net income for the preceding fiscal year, “ _ !

+  the incurrence of additional debt with certain limited exceptions, and :

L NERE

.

* the creation or ex1stence of mortgages or liens, other than those in the ordmary course of busmess on

any of the Unit's property, except in favor of Unit’s banks. | : l

The credit facility also requires that Unit have at the end of each quarter:

|
. conqohdated net worth of at. least $350. 0 million, _ ’
: i

* a current ratio (as deﬁned in “the credit facrhty) of not less than 1 to 1, and

~*  aleverage ratio of long-term debt to consol:dated EBITDA (as defined in the credit facility) for the

most recently ended rolling four fiscal quaners of no greater than 3.25to 1.0 |
{ '

On December 31, 20?6, Unit was in compliance with the covenants of its credit facility.
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UNIT. CORPORATION AND SUBSIDIARIES )
NOTES TO CONSOLIDATED FINANCI.AL STATEMENTS——(Contmued) \
| .
Other long-term liabilities consisted of the followmg as of December 31 |
' f B B | 2006, ! 2005
.- ' L . ".. ] . (In lho'usaud:_;) i
SeparattonBenefitPlans.............................._. ............. $ 3,516 -'$ 2,788
‘DeferredCompensatlonPlan,..;.__..........,.j.....f....;......uf..' ....... 2,544 2611
Retirement Agreements P . T 1,386 1,676
Workers’ Compensauon....I..-..............‘................‘*..f ...... 22,157‘ 19394
GasBa]ancmgL]ablllty....................;..................l'..’ ....... . 1,080 ' ]080 ”
'Pluggmngablhly.':.'...,................_..................;.{ ...... 33,692 - 22,015
: S ﬁ. 64375 49,564
LeSsCurrentPomon......................................7...| ...... 8,634, 7583 |,
Tota} Ozher'lion'g‘-'rerm Liabilities ... .. U U L iw .o .. $55741 ¢ $41.981
. = * H l _|: r
I _. .‘- . -
| o

Esnmated anmht! principle payments under the terms' of long—term debt and other long—term habthtles from

2007 through 2011 are $8.6 million, $179.1 million, $1.8 million; $1.8 mllhon and $2.5 million. Based on the

December 31, 2006[approx1mates its falr value. ’ i
h ¢

b

y

. i
-borrowing rates currently available to Unit for debt with similar terms and maturttles long-term debt at

‘o

The followmg table shows the activity for Umt 5 retlrernent obllganon for plugging lmblhty for the. years

ending December 31

' 1 B S e 20060 ., 2005
B P ' o : o | . (In thousands) :
" Plugging Liability, Jarrluary Lo peecloeseoandon o 8220150 $19,135
Accretion ofDlscount e e e T dh “1,490° 1953 -
Liability Incuri'ed in the Period ................. e } e 4,383 - 2,861
- Liability Settled inthe Period ............ .'1 ..... e P (270) (151)
Revision of Esumates ..... PR RRRERE RO s R A . 6,074 (783)
Plugging Llablllly, December 3 e e e 2 33,692 0 22005 .
Less Current Fl'ortton Lol [ P e ' 760 '366
Total Long-Term Pluéging Liability . ............ e » : ......... . $32,932  $21,649
. . M } * : - g .
¢ S T ‘ ST v }
" 'NOTE 5—-—INCOME TAXES ‘ o ST 2 & '
. ; h ) i .
A reconcxhatlon of the income tax expense, computed by applymg the federal stdtutory rate to pre tax '
income to Unit’s. effecnve mcome tax expense is as follows ! o - l
: ] o - L Flaees . s . 2004 !
. Ce a1 g ) (In thousand‘s_) Cs T .
Income Tax Expense Computed by Applying the Statutory i .. - .
Ratc.....|...." O e .0 k170,890 $117,136, $50437
. Swate Income ';I‘ax, Nét of Federal Beneﬁt ........ T | l 8,949 8,231 4323
Domestic Production IActivities Deduction ... ." .. e e L (B067) - (2,100) -
Statutory Depletion and Other ................. KEEEERRIREY ‘ (693) ~  (1,036) ©  (930)
' “Income tax;expense ... ...... L Do ... 8176079 $122,231 '$53,830
d 7:4 ; :‘ .
‘ .
{ * ' ' !
‘ k
| :
| l :
4
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‘UNIT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS——(Continued)

Deferred tax assets'and liabilities are comprised of the following at December. 31: b

b ‘ 2006 2005

(In thousands)

- I 1 C : . ' i

Deferred Tax Assels:

Allowance for losses and nondeductible accruals ... ... .. . $ 23,593 ' $ 15633

Net operating loss carryforward .............. SO o 2957 3,710
o | | 26550 19343
Deferred Tax Liability: _ ‘ :

Depreciation, depletion and amortization . .. ... ... R (345,746)1 (275,421)
: Net deferred tax liability ... .......... U T (319,196)  (256,078)
Current Deferred Tax Asset ..., . 5,881 3,662

Nonqurrcnt—Deferred Tax Liability ...t $(325,077) . $(259,740)

Realization of the deferred tax assets are dependent on generating sufficient future taxable income. .
Although realization is not assured, management believes it is more likely than not that the deferred tax asset will
be realized. The amount of the deferred tax asset considered realizable, however, could be reduced in the near-
term if estimates of future taxable income are reduced. At December 31, 2006, Unit has net operatmg loss
carryforwards of approxnmately $7. 8 million which expire from 2007 to 2023.

NOTE 6-—EMPLOYEE BENEFIT PLANS

Under Unit’s 401(k} Employee Thrift Plan, employees who meet specified service requirements may
contribute a percentage of their total compensation, up to a specified maximum, to the plan. Unit may match each
employee’s contribution, up to a specified maximum, in full or on a partial basis. Unit made discretionary.
contributions under the plan of 46,941, 51,938 and 56,152 shares of common stock and recognized expense of
$3.7 million, $3.0 million and $1.6 million in 2006, 2005 and 2004, respectively.

L
Umt pr0v1des a salary deferral plan (“Deferral Plan") which allows pammpdnts to defer the recogmtlon of
salary.for i income tax purposes until actual distribution of benefits which occurs at either termination of
employment, death or certain defined unforeseeable emergency hardships. Funds set aside.in a trust to satisfy
Unit’s obligation under the Deferral Plan at December 31, 2006, 2005 and 2004 totaled $2.5 mllhOl‘l $2.6 million
and $2.1 million, respectively. Unit recognizes payroll expense and records a liability at the time.of deferral.

Effective January 1, 1997, Unit adopted a separation benefit plan (* ‘Separation Plan™). The Separatlon Plan
allow$ eligible employees whose employmem with Unit is involuntarily terminated or, in the' case of an
employee who has completed 20 years of service, voluntarily or involuntarily terminated, to receive benefits
equivalent 1o four weeks salary for every whole year of service completed with Unit up to a maximum of 104
weeks. To receive payments the recipient must waive any claims against Unit in exchange for recewmg the
separation benefits. On October 28, 1997, Unit adopted a Separation Benefit Plan for Senior Management
(“Senior Plan”). The Senior Plan provides certain officers and key executives of Unit with benefits generally
equivalent to the Separation Plan. The Compensation Committee of the Board of Directors has absolute
discretion in the selection of the individuals covered in this plan. Unit recogmzed expense of $1.1 million in 2006
and $0.7 million in each of the years 2005 and 2004, respéctively, for benefits dssociated with anticipated

payments from both separation plans.
' . T 1

Unit has entered into key employee change of control contracts with five of its current executive officers.
These severance contracts have an initial three-year term that is automatically extended for one year upon each
anniversary, unless a notice not to extend is given by Unit. If a change of-control of the company, as defined in
the contracts, occurs during the term of the severance contract, then the contract becomes operative for a fixed
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UNIT-CORPORATION AND SUBSIDIARIES
NOTES&TP CONSOLIDATED FINANCIAL STATEMENTS—(Contmued)

\ |

. “We have not h1stoncally experienced any:environmental liability. while. bemg a contract driller since the
greatest portion of risk is b(')me by the operator. Any llab1l1ues we have: 1ncurred have been small.and have been
resolved while the, dnllmg l‘lg i§ on the'location and the cost has béen mcluded in the direct cost of dnllmg the b
welll ' e ilageste e f"l - N, 1 ";*I BEIPL T R NTARN RIS
: whien ! A EETEE R R ’?ln.{ A T b

Due to the potentlal for limited availability of new drill pipe within the industry]- Unit has committed to
purchase apprommately $42.9 million of drill pipe and drill collars. Unit has committed to purchase $0.6 miilion

of additiona} dn]lmg rig co'mponents for the construction'of new drilling rigs. To provide for:the compietion of ‘

wells, the. company s oil and natural -gas segmenl has commmed to purchase|$9 4 mllllon of casmg and tubmg in

I b 1
the firdi'six months[of 20077 YR ,
NIt 9'1‘!'« e “1 L _l.i“.' F ’ L RTINS B Hy

T e bron e T oamt = smoa = {—.W—g—.-\,,s—-_. e - BT i I R A R e I S e

b

On December 8 2003
L.L.C, for$35.0 mllllon m «cash. The terms of the acquisition include an eam -out provision allowing the sellers I
to recewe one- half of the cash flow In excess, of $1Q ) mllhon for each of. 1rhe three years following the. .. - !
acqutsmon The last vear, of the lhree year earnout penod lS 2006 and earnouts ‘of $17 9 million, $7.6, nulhon and
519 mllhon were earned m 2006 2005 ,and 2004 respecnvely .

N "{ BRI A EALA ELC TR NI L S
‘(.‘.- LN 1« D¢ N

. i [V E T A Y S LI
Unit is a party! to various legal proceedings ansmg in the ordinary course of its business none of which, in
management’s oplmon w1|l result in Judgments whxch would Have a matena] advefse-effect on Unit’s finaficial

position, operatmg results or cash flows.ue 170 iy B i Peoe i ill‘?i.« R e ) Aupck
i '-r Do s lf,u!"fl :[; e S A "f.’, Dol L’] TR S twattoaaty

'.:fnl P S A r . . UL e b 3
NOTE IO—-INDUSTRYSEG{JENTHINFORMAI;ION ] _ ; : | e e |

. Unit has three]busmes;s segm'ents Contract Drilling,: Oil'and Natural Gas Exp]orauon and'Mid- Sui'eam i)
Operations, representmg its three ‘mam busmess units offenng different. products and services. The Contract
Drilling segment i engaged in the land contract dnllmg of oil and’ natural1 gas wells, the Qil and Natural Gas. ¢. |
Exploration segment is engaged in. the develnpmem acqulsmon and producnon of oil and natural | gas. plropemes
and the Mlld Streanl1 segmenl_ls engaged in the buymg, sellmg, gathermg, processmg and treatmg of natural Bas-y,

[

hY 3ot
The accountm!g pO]lClCS of the segments are the same as those descnbed m the Summary of Slgmf cant h]‘ 3

iR R

Accountmg Pol1c1es (Note 1). Mzmagement evalu%tes lhe’performance of l'JjIHl 5 operatmg segmems based on, }
operaung mcome, whxch is deﬁned as operatmg revwenues less operatmg expenses and deprematmn dep]euon and
i i }

......

Tt ; Wi ' e . ".h |“‘"lt ”' “l' e ",. 4l2£)06 - TN 2(-"')5 o) 200‘4 .

q.' ', S ) “} —i R (ln thousands} R

EERR e RS I 0 I R T

Revennes oo b T o L

Coftract dnllmg R IR TS TRRPEPPTp e PRI E» ‘741 176 . $483 501 7 $309, 372

Elimination of inter-segment revenue .. ... . 1. 0.0 5 T i agg 21360 ! 11168

3:Contract drilling net of inter:segment revenue . ...:0...... e -!699,396 v, 462,141 298,204
’ ’Ol] and naturzil gas explorallon B L ':‘d"'3'5:7'599' *1'318,208 - 185'017 ‘
p ‘ R ] T Uk o
Gas gathermg and processmg ....... PR S '-'ei' e I]5 I46 ) l09 652 33 358 .
' Ellmmauon oflnter—segmenl revenue ..... R R S 13, 283 9,188 364 ¥
Gas, gathenng and processmg net of inter-segment-revenue ... % 101 8631 4 100,464 ;29,7 7y -
“Other i[““zl ¥3507 479547 1 516265]"
© ol réveaues { ........... TR f‘ ... $i.163385 . $885.608 ‘$‘51"9,203 :

‘

it "'.”‘ ot Lo ?"t": !1-‘ 'a;ff“ AT e fii_' (L s 1 5
Umt acqunred SerDrilco Incorporated and its subsldlary, Service Drilling Southwest,




UNIT CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— Continued)

2006 2005 2004
(In thousands)

Operating Income (1): : .
Contract drilling ........oriinii i $ 333,555 $ 152,793 § 53,633

Oil and natural gas exploration .. ..................... 168,355 190,147 96,197
Gas gathering and processing . ... .. P 6,782 4718 1,717
Total operating income ...................c.o.o.... 508692 . 347,658 151,547
General and administrative expense . .................. (18,690} (14,343) (11,987)
TNEErest EXPENSE . o v v vttt ae e e e (5,273) 3437 (2,695)
" Other income (eXpense)}—net . ... ..., 3,527 4,795 6,265
‘Income before incometaxes ..................... $ 488,256 $ 334673 - $ 143,130
Identifiable Assets (2): .
Contract drilling .. ...... . .. o i $ 755290 $ 593,328 $ 454,393
Oil and natural gas exploration ....................... 979,362 - 752,538 512,909
Gas gathering and processing ............. ... ... 123,500 97486 41,250
Total identifiable assets . . ... ... i 1,858,152 1,443,352 . 1,008,552 °
Corporate assets . .. ..o .ouvnii i 15,944 12,843 14,584
TOtAl ASSEIS - .+« e e v oo et et $1,874.096  $1.456,195 ..$1,023,136
Capital Expenditures:
Contractdrilling ...... ... $ 170,485(3) § 142.242(4) § 98,437(5)
Oil and natural gas exploration ....................... 350,156(6) 27_4,597 215,074(7)
Gas gathering and processing ................ ... ..., 42 942(8) 21,796 31,785
O her .. 2,566 1,753 3,581
Total ¢apital expenditures ....................... $' 566,149 $ 440,338 $ 348,877
Depreciation, Depletion and Aniortization: | |
Contract drilling .......... e $ 51,959 $ 42,876 ,§ 33,659
Oil and natural gas exploration . ................... ... 108,124 67,282 47,517
Gas gathering and processing .. ........... e 6,247 3,279 982
Other ..............c..0... e 736 857 867
Total depreciation, depletion and amortization ... .... $ 167,066 $ 114294 $ 83,025

(1) Operating income is total operating revenues less operating expenses, depreciation, depletion and
amortization and does not include non-operating revenues, general corporate expenses, interest expense or
income taxes.

(2) Identifiable assets are those used in Unit’s operations in each industry segment. Corporale assets are
principally cash and cash equivalents, short-term investments, corporate leasehold improvements, furniture
and equipment, '

(3} Includes $17.9 million of goodwill from the third and final year of the SerDrilco eamn-out agreement.

(4) Includes $1.1 million for goodwill acquired in the Strata Drilling, L.L.C. and $7.6 million for goodwill from
the second year of the SerDrilco earn-out agreement.

(5) Includes $4.9 million for goodwill acquired in the Sauer acquisition and $1.9 million for goodwill from the
first year of the SerDrilco earn-out agreement.

{6) Includes $10.2 million for capitalized cost relating to plugging liability recorded in 2006.
(7 Includes $26.3 m_illion for deferred tax on assets acquired.
(8) Includes $18.0 million for capitalized intangibles.

79




UNIT CORPORATION-AND SUBSIDIARIES
NOTES Td-CONSOL‘IDATED FINANCIAL ST-ATEMENTS'—(Continued)

|
- The following table shows a summary of the 011 and natural gas property, costs not being amortized at’¥

December 31, 2006, by the ye?r in wh:ch such cosls were 1ncurred b “1 ) o L
. I 2003 ‘
Whan o f\}-‘ 2006 2005 ' 2004 and Prior Total
o T o (In thousands) ‘ [
Undeveloped Leasehold Acguired ..................... $24,359 $l'f', 182 $8,280 $3,866 +$53,687

+
T

" Unproved, propemes not subject to amortization relates to properties which are not mdlvndually mgmﬁcﬁam
and Consist primarily of lease acquisition costs, The evaluation process associated with these’ propemes hasnot.

! |

been comp]eled and'therefore the company is unable {0 estimate when these costs Wlll be included i in the .

amomzauon calculatlon g R 1t . ’
i

The results of operatidps for producing activities are provided below.

iy \. f e i 'USA Conada . Total
. . : (In lhol_xs_gnds):
2004: - l : e
GO Revenues L.l e . $,181,640- <8435+ s 182 075
. Production ¢osts .- . L e e L (36,125)0 . (38) + (36,163)
-Depreciation, depletion and amortization ........................ . (47,114 (96) 47, 210)
: : 198401 301 . 98702
’ [ncometaxexfpense ‘ (36,752) .1 . (95} (36847) .
) "Results of. operauons for producing activities (excluding corporate | co et .
¢ overhead and ﬁnancmg COSts) ....... e Lo 8 61,649 5206 $ 61,855
-t ; HE I ' A S T ) L mE— T
-2005 X : . . -1 . e !
" Revenues .. L SO Sl $7314211 83327 § 314,543
Production costs e .' ....................................... | - (53, 393) (56) S (53,44[9)
) Deprematlon depletlon and amortization . ....... e s T (66, 875) (35) " (66,910)
co o ' 193943 241 194,184
Income 1ax expense ! ok h e e e e e P (70,833 .- (96) (70,929
Results of operauons for producing activities (excluding corporate ! . C B
"+ overhead and ﬁnarfcmg costs) ................................. $123,110 %145 § 123,2_55
2006: ] kg
0104 Revenues ....... R R R R EREEE 3 352 264 $i96 $ 352 460
N :Productlon Costs . ... ; ....................................... [ (70,853) | (16) ., (70, 8§9)
Deprecmnon depletlon and amortization ..............c...oo.... e (107, 604) — (10_7,'604)
. T e e Cy 1738075, 180 173,987
n Income tax expense ...................... EEETT IR Ppp Lee(62,744) .(72) - (62,816)
" Resitlts of ¢ operatmnsF for producing activities (excludmg corporate | : )
.+ - overhead and financing costs) ............ e ceven.o- $,111,063 . $108 $.111.1,71
J’.'\"S I ‘ T o

‘The DD&A rate for Unlt 's United States properties was $2.04, $1.65 and $1.42 per equwalem Mcf in 2006
2005 and 2004, respectlvely The DD&A rate for Canada was $0.57 and $0 69 per equivalent Mcf in 2005 and
2004 respectl\;ely and norDD&A was recogmzed for Canada in 2006 smce producmg proper’ues subject to
amortization wefe- fully deprecnated .
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UNIT CORPORATION-AND SUBSIDIARIES . '
NOTES-TO CONSOL[DATED FlNANClAL‘STATEMENTS;--(Centlnued)

. Estlmated quantmes of. proved developed Oll and natural gas reserves and changes in-net quanuues of H
proved developed and undeveloped oil and natural gas ‘reserves were as follows (unaudited): . S
h 4 . q . b v
' ‘l ‘ USA . Canada . Total,'
e 4 . . Natural i .oy
0il Natural :  0il Gas , Oil Natural
. - Bbls . Gas Mcf++ Bbls , Mcf I+ Bbls Gas'Mcf
ST > ; . (In thousands) k ' :l
2004: Lo T o . o ' L S .
. Proved developed and undeveloped reserves: "y - '.: . l - 1 '
Begmmng of year ... o N 5,141 " 253, 542 . —-‘- = 650 .£5 141 . 254,192
T Revmon of previous esumates ......... dooee. 15230 (10 035) - (251 f 1,230 (IO 286)
i . Extensions, discoveries and other additions' .. ... .. 512 738402 — — ‘I 512 38 402
Purchases of mmerals in place S 2,743 '{lQ,275 — - :2,743 40 275
: Sales ofmln:erals in‘place ...\ ' e an o @28 - — o an I(ZS)
- _Producnon 3_ ..... Alaeeiiiiiia, e e (1,048) '(27,010) —  (139) (1,048 {27,149)
" Endof Year.........:. . ..., L 8561 295,146 — 0 18,561 295406
Proved developed reserves: | e ' : l N - }1
Begmnmg ofyear ......... ... . il 3,984 182,203 — . 6507 .‘..}3:984 182,853
RO year ... PO 7,00 223351 — 2600 “|7030 223611
; 2005 . [ { .
‘Proved developed and undeveloped reserves: : : : S
 Beginning. of VEAT . ot 8,561 295,146, — 260 8,561 295 406
. Revision of prewous estimates .. ............ .. 217 (2,461) .—- 389 - l 217 (2 072) y
"a BExtensions, dlscoverles and other additions ....... 1,105 50,941 — . — [l 105 50¢ 941
~ Purchases of minerals in place . .. ............... 1,072, - 43,056 —  —.- 1072 431056
Sales of minerals in place ..................... — — - (432) —_ - (432)
Production v\ v\ eeeeseeeit e iianenne e (1,084). (33,997)-‘_—.‘,“; 6D L084) (34, 058)
CENAOf YEAr ... 0.871 352,685 .- 156" .87l 3520841~ "
k : Proved developed réserves: c : g 4,".-‘32-'. . £ ) | -
Beginning of year ... .. T 703047223351 - —+ 260 - - 7,030 223611
End of year . P RIS RRRRTRRRRR " 8,454.°269,223 — 156 L 8454 269,379
2006 AN N . o o .
Proved developed and undeveloped reserves: o ! g
Beginning of year .L........ e 9,871 352,685 — 156 9,871. 352,841
"Revision of previous estimates ................. S 159 . Q779 —, . = '1,]59"' L (2,779
“  Extensions, discoveries and other additions ... . ... 1,878 71453 .— . —=' 1,878 71453
Purchases of m1nerals inplace .. ................ i,150 29,067 —. . — . LI5S0 29,067
Sales of minerals in place . ...........c...oo.... @) (1D, — | —. uQ22) (12)
ProduCtion . .. .. .oveee e (1,453) (44 15) —, .09 (.453) (44,170)
End of Year ..........ooounenn. S 11,583 406263 —. 137 11,583 406,400 +
Proved developed reserves: S : L EE li .
- Beginning of year ........ i PO 8.454...269,223 . — 156 8454 269, 379 .
Endofyear.:......'%.:..... e . 9,507 307.597 —, 137.. 9,507 307, 734 g
(1) Oil includes naturdl gas liquids in barrels. . T »
| o |
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i UNIT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—-(Contmued)

;
Qil and natural gas reserves cannot be measured exactly. Estimates of oil and natural £a8 reserves require extensive
Jjudgments of reservoir engineering data and are generally less precise than other estimates made in connection with
financial disclosures. Unit utilizes Ryder Scott Company, independent petroleum cr'msullants to review its reserves as
prepared by its reservoir engmeers The wells or locations for which estimates of reserves were audited were reserves that
comprised the top 80% of the total proved discounted future net income based on the unescalated pricing policy of the |
SEC as taken from reserve and income projections prepared by Unit as of December 31, 2006. [

I
} . . .
Proved oil and Igas reserves, as defined in SEC Rule 4-10(a), are the e%lir’nated quantities of crude oil, natural
gas, and natural gas liquids which geological and engineering data demonstrate with reasonable certamty o be
recoverable in future years from known reservoirs under existing economic and operating condmons Le., pnces
and costs as of the date the ef,t:mate is made. Prices include consideration of changes in exlstmg prices provided

r
only by contractual arrangements but not on escalations based upon future eondmons . .

i
F|
|
f
t
I
!
Reservoirs are conmdered proved if econom:c producnbllny is. supporled by either actual production or J
conclusive fonnanon test. The area of a reservoir considered proved includes:

s that pomon de]mealed by drilling and defined by gas-oil and/or oil- water contacts, if any; and the

+  immediately adJommg portions not yet drilled, but which can be reasonably judged as economically
productive on the basis of available geological and engineering data. In the absence of information on |

fluid contacts, the lowest known structural occuirence of hydrocarbons controls the lower proved limit

of the reservoir. ' : : | . f
‘ |

Reserves which can be produced economically through application of 1mproved recovery techniques (such |
as fluid injection) are mcluided in the “proved” classification when successful testing by a pilot project. or the
operation of an installed program in the reservoir, provides support for the engmeenng analysis on which the

project or program was based . . . |

*  oil that m.ry become available from’known reservoirs but is class1f"1ed separately as “indicated
addmona] reserves

* crude 011 natural gas, and natural gas liquids, the recovery of which is subject 1o reasonable doubt »
because of uncertainty as to geology, reservoir characteristics, or €conomic factors;

l
! r : 3
Estimates of proved reqerves do not include the following: : '
|
»  crude oil, natura) gas, and natural gas liquids, that may occur in undrilied prospects; and i

'

+  crude oil, natural gas, and natural gas liquids, that may be recovered from oil shales, coal, gilsonite an Id
other such sources. ‘
Proved developed oib and gas reserves are reserves that can be expeeted to be recovered through existing
he

wells with existing equrpn?em and operating methods. Additional oil and’ gas expected to be obtained through th
application of fluid injection or other improved recovery techniques for supplementing the natural forces and |
 mechanisms of pr1mary recovery should be included as proved developed reserves” only after testing by a pilot

project or after the operauon of an installed program has confirmed through production response that mcreesed
f

Proved undeveloped o:l and gas reserves are reserves that are expecledl 10 be recovered from new welis on;
undrilled acreage, or from existing wells where a relatively major expenditure is required for recompletion.
Reserves on undrilled acreage shall be limited to those drilling units offsemng productive units that are
reasonably certain of production when drilled. Proved reserves for other undrilled units can bé claimed only
* where it can be demonstrated with certainty that there is continuity of prOdl:lCthIl from the existing productive

: l ' . ) .

! 84 !
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UN]T CORPORATION AND SUBSIDIARIES .
NOTES TO. CONSOLIDATED FINANCIAL STATEMENTS—(Contmued) lf :
4 g

l
formatron Under o cncumstances should estlmates for. proved undeveloped reserves be attrrbutable to any .

- acreage for’ which an apphcatron of fluid mjectron or other improved recovery technique is comemplaled un]ess
c;uch techniques have been proved effective by actual tesls in the area and in the same reservoir. ‘i
: a.‘ [ ‘
Esumates of orl and naturai gas reserves require extensive Judgments of reservoir engmeermg data as
prevlously explamed Assrgmng monelary values. o such estimates does not reduce the subjectrvny and changmg
- "nature of such reserve esl'lmates Indeed the uncertaintiés inherent i in the drsclosure are compoundled by applymg
addmonal esumates of the rates’ and timing of productiof and the costs that will be mcurred in developing and |
producrng the reserves. The 1nformauon set forth herein;i 15 ‘therefore, subjectrve and, since Judgmeme are -
involved, may not be comparab]e to estimates: submrtled by other oil and natural gas producers. In addition, since
~ prices and costs do: not remairni-static and no price pr cost escalations or de-escalations have been cons:dered lh_e =
. results are not neceesanly md1cat1ve of the estimated falr market value of estimated proved re';erves nor of
~‘estimated future cash ﬂows “,‘- | ]
AT ! l
The standardlzed measure of drscoumed future net cash flows (“SMOG”) was calculated usmg year-end "
prices and costs, and year—end statutory-tax rates, adjus[ed for permanent differencesthat relate toiexisting proved

~oil and ‘natural gas reserves. *SMOG as of December 31is as follows (unaudited): - : ‘ {

!‘ USA . ..(.:anada Totai !
cro e ] e . ) ) {In thous'ands) '
2004: c B o !
Future cash flows‘.‘.! ..... [ e $t, 987 064 $1 467 $1,988, 53]
PR Future producuon COBLS . ovieiinnitinnns e (515,392} ., (325) (515, 717)
T " Future development costs e S e . (94,590)" — (94, 590)
i JFuture mcome tax expenses ............... A (469,833) . (250) (470, 083)
Future nel cash’ ﬂowst B U I. R e _ 907,249 89!2 : 908,!141 .
10% annual. drscount for equmated timing of cash flows ............ (386,233) -(296) (386,529)
Standardized measure of dlqc_ounted future net cash flows relating to o _ "
proved oil and natiral.gas Teserves ....t. .. i % 521,006 - % 596 § 521,612
2005: L , i |
Future cash flows .5 ..o $3,222,106  $1.104 $3,223.210
Future production Costs . . .. .. .. ..ooeoean... TR (753,501).  (432) (753 933)
Future development COStS .. ................... AR (142,259)  —'  (142.259)
Future i income tax expenses e R (791,906) (146) (792, 052)
Future net cash flows{<. ......... DU NN 1534440 ° 526 1,534,966
: 10% annual drscount for estrmated ummg of ca';h flows ............ (671, 149) . (134) (671,283)
“ Standardized measure of dmcounted future net cash flows relating to " L l . l
proved oil and natural gas r FESEIVES ..\ 'vroenn .. PR 863,29! , $ 392 $ 863,683
- s o | -
2006 ’ T . “ l ‘
. Future cash ﬂows P oo $2,748954 % 719 §2,749,673
. ‘Future producuon com e A . (763,376) _(301) (763,677)
Future developmem co*:ts .......... DU e P . (218,749) 0 —  (218.749)
’ Future income tax expenseq e e (538,682) ° (38) (538,720)
Futuré nét cash flows ............. . S © 1228047 . 380- 1,228,527
10% annua] dlSCOUl’lt for estlmated timing of cash flows ............ (543,526)  (106) _ (543, 632)
‘. Standardized measure of discounted future net cash flows relating to ' i
proved oil and natural gas reserves ... .. ... ess $ 684621 $§ 274 § 684,895




5 UNIT CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMI?NTS—-(Contmued)

follows (unaudlted) N !

b

' !
2004: ' |
Sales and trdnsfers of oilll and natural gas produccd net of producnon cosls Lo
Netchangeq|npnce';andproducuoncosts G D
Revisions in quanuty estimates and changes in producuon timing ......0.....
Extensions, dlscovenes and improved recovery, less related costs S
Changes in estimated futurc developmentcost ............. ...... Ll
Previously estimated cost incurred during the period ............. TS
Purchases of minerals in place ........ A Ve e
Sales of minerals in PlACE . o e
Accretion of discount © . .. ., e e e T
Net change in income laxes ..................... e el
Other—net e .

Net change
Beginningofyear .. ... ... ... ... e

Endof year . »...... e e e e e e

!

2005: ‘ !
Sales and transfcrs of it and natural gas produced, net-of production costs . . ...

Net changes in prices and production costs ........... e
Revisions in quantity estimates and changes in production timing . ... ... f ce
Extensions, di3coveﬁés and improved recovery, less related costs ... ... ...

}
|
i
!

-

Changes in estimated future development cost ............ ... .00l

Previously estimated cost incurred during the period . ................ e
Purchases of minerals'in Place ... e e e
Sales of mineralsinplace ........................ .. ..o L
Accretion of discount;. . T roL oo DRUUUUTTE S
. Net change in income taxes i
Other—net

Net change .' .............................................. REERES
 Beginning Of YEar ... ..

Endofyear ... o i
2006: : ‘ - '
Sales and transfers ofioil and natural gas produced, net of production Costs . . . .
Net changes in prices ‘and production CostS . . .....................ih. s
Revisions in quantity ‘estimates and changes in production timing .. . .. e
Extensions, discoveries and improved recovery, less related costs .. ..., l .....
Changes in estimated future development cost
Previously estimated cost incurred during the penod e S

Purchases of mineralsinplace .................. ... oiii... e '

Sales of minéralsinplace .. .......... ... ... ... . oo

Accretion of dlscoum ......................................... fowens -

Net change in mcome BAXES ..\ttt e e .
Other—net ,...... U S

Net change ...... S
Beginning of year .
Endofyearl .....

USA

t
{
]
]
b
1
i
The principal sources of changes in the standardized measure of discounted future net cash flows were as ’

. Cahada

|

q -

) Totai ,

{In thousands)

|
i
{
|

$(145,265) $(647) $(145,912)

39,017 (3) 39,014
6,267y  (721) (6.988)

. 116,362 — 116,362
6.604) — - (6,604)
15,655 — 15,655
132,960 — 132,960
(226) — - (226)
59,619 . 191 59,810

. (87.961) . 354 (87,607)
(15,152) 46  (15,106)
102,138 . (780) 101,358
418,878 1376 420254

$521,016 $ 596 $ 521,612

B

$(260.818) $ (276) $(261,094)

358,271  (478) 357,793
(3.959) 1,138 (2,821)
218,923 — 7.218923
(14,281) — (14,281)
21,330 — 21,330
128,187 © = = 128,187
Co— (640) (640)
78,629 77 78,706
(183,825)- * 61  (183,764)
(182)  (86) (268)
342,275 (204) 342,071
521,016 ~ 596 = 521,612
$863,291 $ 392 $ 863,683

©$(281,411) $ (180) $(281,591)

(408,130)  (56) (408,186)
(4,191) I (4,190
197,897 — 197,897
(10875 — (10,875)
30,1127 — 30,112
65,531 — 65,531
(399) — (399)
131,239, 51 131,290
149,906 84 149990
(48349) "(18)  (48367)
(178,670) ° (I18) (178;788)
863,291 392 863,683
$ 684,621 $ 274 $ 684/895

I

—imm e e
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.and assessment of the data presented - . |

UNIT CORPORATION AND SUBSIDIARIES | !
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

} |
-Unit’s SMOG and changes therem were determmed in accordance with Statement of Fmancral Accountmg
Standards No. 69. Certaln mfor'rnatron concerning the assumptions used-in computlng SMOG and their 1nherent.

limitations are dlscussed below Management believes such information is essential for a proper understandmg
l

l
The assumptrons used to compute SMOG «do not necesnsﬁmly reflect management 5 expectanons of actual
revenues to be denved from those reserves nor thelr present wonh Assrgnmg monetary values to the reserve 1
|
quantlty estlmatlon proce ss does not reduce the suh_]ectlve and ever-changmg nature of such reserve estlmates ‘

Addmona] subjecttvrty occurs when determmmg present values because the rate of producmg the reserves must ‘

be cstrmated In addition to drff culty inherent i m predrctmg the future “variations from the expected productlo

'
s
I’
. relatrng to proved reserves to the year-end quantrtres of thése reserves. Future price changes are consrdered only
|

'Aaffect the amount of cash eventually realized. : I

envrronmental conéerns or changes i n pnces or regulatory controls. Also, the reserve valuauon assumes ‘that al

reserves will be disposed of by productlon However other factors such as the sale of reserves in place could
I, "

X |
rate could result from factors outside of management s control such as unintentional delays m development | |
]
|

‘,:. [ . |
i

Future cash flows are computed by applying year—end spot prices of oil $61.05 and natural gas $5.27

to the extent provrded by contractual arrangements in existence at year-end. |

- l

Future productron and development costs are computed by estimating the expendltures to be 1|ncurred in !

developing and producing the proved oil and natural gas reserves at the end of the year, based on continuation-of

existing econpomic conditions. S . S i S
- . ", ' B - : ! . N N

Future income tax expenses are computed by applying the appropriate year'end'starutory tax rates to the l
future pretax net cash flow]s relatmg to proved oil and' natural gas reserves less the.tax:basis’ ‘of Unit’s propertles‘
The furure income tax expenses also give effect to permanent differences and tax credits and allowances relatlng

_to Umt s proved o:l and natural gas reserves. 1 . SRl - ! R {

: .l ,
| ¥
Care should be exerused in the use and mterpretanon ‘of the above data. As productlon occurs over the next

several’ years, the results shown may be srgnlﬁcantly d1fferent as changes in productlon performantl:e petroleum
prices and costs are hkelv to oceur. } ..

|

|

| |
|
|

|

: wr'qit' 8 j
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Item 9.

None.

t

Changes inan

Item 9A Controls and Procedures. .

I

£
by

4

K

1
A
1
i
T
1

.?Q’ )

|
\
Cotb

i

L

)

d Disagreements with Accountants on Accouﬁting and Financial Disclosure, _‘ '

} |
‘ Securities and Exchange Commrss1on rulés and forms “and that such 1nformat|on is collected and -

. 1 't
procedures have been designed to meet, and management believes that they meet, reasonable. assurance

(a) Evaluation of Dlsclosure Controls and Procedures R {t

The company mamtams “dlsclosure controls and procedures,” as such term is deﬁned m Rule”
13a-15(e) and Rule 15d 15(e) under the Secuntles Exchange Actof F1934 (the “Exchange Act”), that are
désigned to ehsure that 1nforrnatron requlred to be dlsclosed in reports the ¢ompany files or. subnuts under
the Exchange Acti Js recorded processed sumrnanzed and reported wrthm the tirne penods spectﬁed in

commumcated to mahagement mcludtng the’ company s ‘Chief Exedutlve Ofﬁcer and Chlef F1nanc1al

'Off“rcer as: appropnate to allow Umely decrslons regardlng requlred dlsclosure In desngmng and evaluating -

i N
its dlsclosuretcontrols and procedures management recognized that no matter how well concelved and s

I i
operated, drsclosure controls and procedures can provrde only reasonable not absolute, assurance that the

] 1, K i :
objectives of the disclosure coritrols and procedures are met. The company 8 dlsclosure controls and t

standards. Based on the1r evaluation as, of the! end of the period covered by this Annual Report on Form .

10-K, the Chlef Executlve Ofﬁcer and Chief Fmancral Officer have- concluded that sub_]ect to the l1rmtat10hs _
4 .

a4

1
noted above, the company s dlsclosure controls and procedures were cffectwe L S

(b) Management’

The company s

over financial reporting, as such term is deﬁned in Exchange Act Rule[13a-15(f) The company’ s.

management,E includi
-4
the effectiveness of i

14 - i- B L
¥ 'h” . Lt '
M ot i
i}
h

Report on Internal Coptrol Over Fmancral Reportmg

[
management is responsnble for establishing and mamtammg adequate 1nternal control

hg the Chief Executive Off'lcer. and Chief Fmadcral Officer, conducted an evaluanon of
s internal control over financial reporting. based on the /nternal Conrrol——lnregrared

' reporting as of Decerhber 31, 2006 has been audlted by PrlcewaterhouseCoopers LLP, an 1ndependent N
' 'reg1stered publlc accountmg ﬁrm as stated i m their report whlch is 1ncluded in this report '

Item 9B Otherl’n ormat:qn.- P R ’

Framework issued by the Commtttee of Sponsormg| Organizations of the Treadway Commrssron ‘Based on

; ,
the-results of this eva]uauon the company’s management concluded that its internal control over fmancnal )

reportmg was effecttve as of December 31, 2006 P S . : , 2

b
. The company 8. management assessment of the effectlveness of |ts internal control over ﬁnancral i~

(c) . Changes in Internal Control Over Fmancral Reportmg :

- !

l

" Asof the last quarter, there were no changes m the company’s tmt‘emal control over financial reporting -
- that have materially affected or are reasonably llkely to materially affect the company ] mtemal control

over ﬁnancral reportlng ; nf
3
L
e

None.. _ R

E
A
[
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|
|
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PART HI

b
) Item 10. Dlreclars, Executive Officers and Corporate Governance. - Y ! l
: L

. In accordance w1th Instructlon G(3) of Form 10 K, the mformanon required by this item is. mcorporated < i
heréin by reference;, o the Proxy Statement., The Proxy Statement will be filed before the .company’s annual i I

. shareholders’ meeting scheduled to be held on May 2, 2007, except for the information regardmg the executive |
T officers of the' company. Information regarding exccutive officers is included in Part I of thls report under the 'l
' caption “Executive Ofﬁccrs I :

The company’ s Codc of EtthS and Business Conduct apphes to all directors, ofﬁcers and employees, | -

e

Uy
Ethics and Busmess Conduct on our 1ntemet site, ,www umtcorp com. We will post any amendments to the, Code

of Ethics and Business’ Conduct and any walvers that are required to be dlsclosed by the ru]es of elther the SEC
or the NYSE on our 1ntemel slte

<

| . | B
Ch R Because our common Jstock is hsted on the:N YSE in 2006 our Chief Executive Ofﬁcer was requtred o ( !
[

Ly t ‘make and he has made an (annual cemﬁcatlon to the NYSE statlng that he was nét aware of any v10|at10n by th

: “~ company of the corporate tgTovemance hstmg standards of the apphcable exchange. Our Chief Exectlmve Ofﬁcer
s made his annual cemﬁcauon to that effect to the NYSE as of June 2, 2006. In addition, the company has filed, as
L P exhibits to this Annual’ Report or Form 10-K, the cértifications of its Chief Executive Officer and Chief Financial

. ) Officer required ‘under Section 302 of the Sarbanes- Oxley Act of 2002 to be filed with the SEC regardmg the H |
o quahty of the company’s pubhc disclosure. | '

l
In accordance with Instruction G(3) of Form 10-X, the mfonnatlon required by this ltem is mcorporaled

|

H

’ -.:‘Item 11. 'Executive Compensarwn ' ) 1 il
|

e L
o herein by reference to the Proxy Statement (see Item 10 above). Lo o
T i b . Lo I
s., Item 12. Secum‘y Pwnersh:p of Certain Benefi cml Owners and Management and Related Stockholder

oL Matters. - 1 , _ .

Y ' ' |
In accordance wnh Instructlon G(3) of Form 10 K ‘the lnformatlon required by this Item is mcorporated
herein by reference to the Proxy Statement (see Item 10 above)

. o I
S ‘. . . , . l
. 1

JE ST N

- {
ol Item 13. Certam Relanonsh:ps Related Transactwns and D:rector Independence. T
. In accordance W1th lnstrucnon G(3) of Form 10- K the mfonnatton requn‘ed by this Item is 1ncorporated ’
f‘ ¥ . herein- by reference to the Proxy Statement (see Item 10 above) . _ _ ‘I . [
Y Item 14, Pnncrpal Accounnng Fees and Services, ‘

N [ S ’
T In accordance with lnstructlon G(3). of Form 10 K the mformauon required by this ltemis incorporated

herem by reference to the Proxy Statement (see Item 10 above) :
i ' . }
i

4

I : : 89

including our Chief: Executwe Officer, our Chlef Fmancml Ofﬁcer and our Controller You can ﬁnd our Code of +
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PARTIV

(a) Financial :Stateme,nts, Schedules and Exhibits:

’

. , Lo
1. Financial Statements:

. . |
r | .. o

Item 15. Exhibits, Financial Statement Schedules. " . “ . 'r

i

[}

!

Included in Part 11 of thls report l

|

. Consolidated; Balance Sheets as of December 31, 2006 and 2005
‘Consolidated! Statements of Income for the years ended December 31, 2006, 2005 and 2004 .
Conso]rdated'Stalements of Changes m Shareholders Equlty for the years ended December 3] 2004,
2005 and 2006 | N ,
Consolidated’ Statements of Cash Flows for the years ended Decemberl 31, 2006, 2005 and 2004
Notes to Consolidated Financial Statements | o .

Report of lndependeitt Registered Public Accountmg Flnn s

!
2. Financial Statement Scheduies

Included in Part IV of this report for the years ended December 31, 2006 2005 and "004

Schedule I[—Valuatlon and Qualifying Accounts and Reserves l

l :
Other schedules are omttted because of the absence of conditions under which they are-required or becaus
the required mformatlon is included in the consolidated financial statements or notes thereto,

"_—"""‘_"'_'—('D"“_

The exhibit numbers in the following list correspond to the numbers ass1gned such exhibits in the Exhlblt
Table of [tem 601 of Regulation S-K. . : i

3. Exhibits: ! T ' ; ' i
| o .

2.6.1 Amended ‘and: Restated Stock Purchase Agreement dated as of {une 24,2002 by and’ among Unit-

' C(eroratlon George B. Kaiser and Kaiser Francis Oil Company (meorporated herein by reference 1o

Exhibit 99.1 to Form 8-K dated August 27, 2002).

|
2.6.2 Amended andeestated Share Puirchase Agreement dated as of Jlune 24, 2002 by and among Unit-
Corporanon K.user Francis Charitable Income Trust B and Kalser Francis Oil Company
(mcorporated heretn by reference to Exhibit 99.2 to Form 8 K dated August 27, 2002).

3.1 . Restated Certlﬁcate of Incorporatlon of Unit Corporatlon (ﬁled as Exhibit 3.1 to Form S- 3 (file
No. 333 8355|l) which is 1ncorporated herein by reference). ’ :

32 By- Laws of Umt Corporation as amended through February 15i 2005 (filed as ‘Exhibit 3.1 to Unit’s
Form 8 K, dated February 22, 2005 which is incorperated hereln by reference) | h
ot |

33 Certlﬁcate of Amendment of Amended and Restated Cemﬁcate of Incorporatlon of the Company
(filed : as Exhlblt 3.1 to Unit’s Form 8-K, dated May 9, 2006 which mcorporated herem by reference).

423 Form of Compton Stock Certificate (filed as Exhlblt 4 I on Form S- 3 as S.E.C. File No 333- 83551I
' whtch is incorporated herein by reference). l , F

—

!
426 nghts Agreement between Unit Corporation and Chemical Bank as Rights Agent (ﬁled as Exhlblt
to Unit’s Forrh 8-A filed with the S. E. C. on May 23, 1995, Flle No. 1-92601 and mcorporated herei

by reference)] A |

D

4.2.7 First Amendment of Rights Agreement dated May 19, 1995, between the Company and Mellon
Shareholder Serv1ces LLC, as Rights Agent (filed as Exhibit 4 to Unit’s Form 8-K dated August 23,
2001, }whlch is incorporated herein by reference). l ‘

;]
!
I
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429
4'1 '
_ 10.1.26

10,127 -

S

v

10.1.27
10.1.28
10.1.29

10.l'.30

|, 10221%

10.2.22*

10.2.23*

10.2.24*

10.2.25 -

+

1

Second Amendment of the ngh[S Agreement dated August 14, 2002, between the Company and

Mellon Shareholder Services LLC, as Rights Agent (filed as an Exhibit to Unit’s Annual Report '

under cover of Form 10-K for the year ended December 31, 2002 which is mcorporated herein by | : '
’ reference) I l l

nghts Agreement as amended and restated on May 18, 2005 (f led as Exhtbrt 4 lto Un1t s Form
8K dated May 18, 2005 which i lS mcorporated herem by reference). 3

Indenture (filed as Exh:btt 4.3 to Un1t s Form §: 3 fled with the S.E.C. Ftle No 333- 104l65 whtch
is mcorporated heretn by reference) l" ! :

, Credit Agreemem dated January 30, 2004 (ﬁ]ed as an Exhlbtt to Unit’s Annual Report under cover‘
of Form 10-K for the year ended Decerpber 31, 2003, which is mcorporated herein by reference).

- B

" First Amendment to Credit Agreementfdated June- 13, 2005 {filed as Exhibit 10 l'to Unn s Form §
dated June 13, 20{)5 which is |ncorporated herem by reference) |

IT
Second Amendment to Credit Agreement effecnve Novémber 1, 2005 (ftled as.Exhtbn 10.1t0 -

Un1t 's Form 8J K dated November 4, 2005 which i is mcorporated herein by reference) ‘ '

Thrrd Amended and Restated Security Agreement effective November 1, 2005 (filed as Exhtbtt 10. 2
to Unit’s Form 8- K dated November 4, 2005, which is incorporated herein by reference)

[
Form of: Umt Corporatton Restricted‘Stock Bonus Agreement (filed as Exhibit 10.1'to Unn 8
Form:8- K dated December 13, 2005, which is tncorporated herein by reference). l .

Unit Corporation Stock and Incentive Compensation Plan (incorporated herein ‘by reference to
Appendtx A to the Company ] Proxy Statement for its 2006 Annual Meetmg ﬂled on March 29, .
2006). ! PR .'.. K N .

l

* Third Amendmént to Cred1t Agreement dated October 10, 2006 (filed as Exhibit 10.1 to Unit’s !
Form 8 K dated Oclober 10, 2006, which is.incorporated herein by reference), -

Fourth Amendment to Credit Agreement dated January 25, 2006 (filed as Exhlblt 10.1, to Unit’s
~ Form 8- K dated January 25 2006 Wthh is tncorporated herein by reference) : :

Umt 1979 Gil’ and 'Gas Program Agreement of Limited: ‘Partnership (filed as Exhibit I to Unit Drlllmg
and Exploranon Company’s Reglstratron Statement on Form §-1 as S:E.C. Ftle No. 2- 66347 wh:ch
is mcorporated herem by reference) . P

|
Untt 1984 Oil'and Gas Program Agreement of Limited Partnershtp (ﬁled as an. Exhtbtt 3:1to Umt|
:1984 Oil and Gas Program s Registration Statement Form S-1 as SE.C. Ftle No 2-92582, which is,
incorporated herem by reference) i . S
o B p{'
Unit Drtl]mg and Exploratton Employee Bonus Plan (ﬁled as Exh1b1t 10. ]6 to: Umt s Regtetratton :

Stalement on Form S-4as S.E. C. File No. 33-7848, which is incorporated herein by reference) i
-
The Company s Amended anleestated Stock Option Plan {filed as an Exhibit to Unit's Regtstrauon

Statement on Form §-8 as S.E.C. File No’s. 33- 19652 33-44103 and 33- 64323 whtch is
1ncorporated herem by reference)

Unit Corporatlon Non- Employee Dtrectors Stock Opticn Plan (filed as an Exhtblt 10 Form S-8 as
S.E.C. File No. 33 -49724, whtch is incorporated herein by reference). :

Unit Corporanon Employees Thrlft Plan (filed as an Exhibit to Form 5= 8 as S E.C. File No.

33-53542, Wthh is mcorporated herem by reference) S l

Unit Consolidated Employee Oil and Gas Limited Partnership Agreement (filed as an Exhibit to
Unit’s Annual Reéport under cover of lform 10-K for the year ended December 31, 1993 which is |
incorporated herein by reference) 1

i
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10.2.27*
10.2.30*
10.2.32%
10.2.33*

10.2.35

10.2.36%*

10.2.37*

10.2.38

10.2.41
10.2.42

10.2.43

' 10.2.44

10.2:45

10.2.46
10.2.47

21
23.1
23.2
31.1
31.2
32,1

. Consent of R)}der Scott Company, L.P. (filed herein).

. of 200!2 (fited: herem)

|
i

T v o A L - . - 1 |
. < i
<o ' Ty
| | A
; R .
Unit Corporatlon Salary Deferral Plan {filed as an Exhibit to Umt 5 Annual Report under cover of
Form ‘10 K fdr the year ended December 31, 1993, which is lncorporated herein by reference)

I
Separalron Benefit Plan of Unit Cérporation;and Pamcrpatmg Subsrdlanes as amended (f'lled as
Exhrb)t lO I to Unit’s Form 8- K dated December 20, 2004). | 1
Unit Corpordtmn Separation Benefit Plan for Senior Managelmf':nt as amended (filed as an Exhlblt
10.1 m Unit’s Form 8-K dated Deceniber 20, 2004), .~ . | =

l .t
Unit Corporatlon Special Separation’ Beneﬁt Plan as amended (hled as Exhlblt 103 to Umt ]
Form 8 K dated December 20, 2004)." ‘ " I

Unit 2000 Employee Oll and Gas Limited Partnershrp Agreement of Ltmtted Partnership (filed as an
Exhlblt to Unit's Annual Report under the cover.of Form lO-K for the year ended December 3L, l
1999)! : . : |

Unit Corporatlon 2000 Non- Employee Directors’ Stock Optloanlan (filed as an Exhlbl[ to Form S- 8
as S. E C. File/No. 333- 38166, Wthh is mcorporated herein by r{eference) .
Unit Corporatlon s Amended and Restated Stock Option Plan (filed as an Exhibit to- Umt ] ' l )
Regtstranon Statement on Form S-8 as S E. C File No. 333- 39584 which is mcorporated Kerein by {*
reference) ] : - - E S

Unit 2001 Employee Oil and Gas Limited Partnership Agreement of lelted Partnership (filed as a;n -
1}

Exh1b1t to Unit's Annual Report under the cover of Form 10-K Ifor the year ended December 31,

2000)! ‘, |

~ Unit 2002 Employee Qil and Gas Limited Partnership Agreement of lelted Partnership (ﬁled as an

Exhlblt to Un1t s Annual Report under cover of Form 10-K for the year ended December 31, 2001)

Unit 2003 Employee Qil and Gas Limited Partnershrp Agreement of Limited Partnership (filed as an.
Exhibit to Unit's Annual Report under cover of Form 10-K for the year ended December 31, 2002)i

Unit 2004 Employee '0il and Gas Limited Partnershtp Agreemelnt of Limited Partnership (filed as an-
Exhibit to Um;t s Annual Report under: cover of Form 10-K for the year ended December 31, 2003)

Unit 2005 Employee 0il and Gas Limited Partnershtp Agreeme'nt of Limited Partnership (filed as an-- o
Exhlblt to Umt s Annual Report under cover of Form 10-K for the year ended December 31, 2004)l S

Form of lndemmﬁcanon Agreement entered into between the Company and its executive officers
and’ dlrectors (filed as Exhibit 10.1-to Umt s Form 8-K dated: February 22,2003, which is
mcorporated herein by reference). ‘ : 1

Unit 2006 Employee Oil and Gas lelted Partnershlp Agreement of Limited Partnership (fi led as a

"':S

Exhibit to Unit’s Annual Report under cover of Form 10- K for the year ended December 31, 2005) .o

Unit ZLOO'I’ Employee Oil and Gas Limited Partnerf.hlp Agreement of Limited Partnersh1p (filed
herem) : : ; L=

Subsidiaries of the Registrant (filed herein). " ": |
Conseht of Reglstered Public Accounting Firm (filed herem)‘ |
!
Certrﬁcanon of Chief Executive Ofﬁcer under Rule 13a - l4(a)l fthe Exchange Act (filed herein).
Certrﬁcatton of Chtef Financial Ofﬁcer under Rule 13a - 14(3) of the Exchange Act (filed herein)

Certrﬁcatlon of Chief Executive Officer and Chief Financial Ofﬁcer under Rule 13a-14(a) of the
Exchange Act and 18 U.S.C. Section 1350, as adopled under Sectlon 906 of the Sarbanes-Oxley Act

v
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Sepamtton Agreemenl dated May 11, 2001 between the Registrant and Mr. Kirchner (ﬁled as Exhtbn " e
99 410 Untt § Form 8-K dated Mdy 18, 2001 which'is mcorporated herem by reference) : -r._z- !l RN
Consu]tmg Agteemenl dated December l6 2004, betwéen Johri G: Ntkkel dl’]d the Regtstrant (ﬁled ds :
Exhtbn lO 4.to Umt s Form 8-K dated December 20, 2004). - _% :
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Allowance for Doubtful Accounts

1

Description l

Year ended December 31 2{)06
Year ended December 3l 2005

Year ended December 31, 2|004

: o 3
| : |
b ‘ 1
| S
I ‘ Schedule I . : 3 3
l UNIT CORPORATION AND SUBSIDIARIES ‘ ; "'. :
VALI:]ATION AND QUALIFY[NG ACCOUNTS AND RESERVES : 1
* 1
Pl |
i . :
v ! Additions ¢
. Balance at Charged tec Deductions Balance at.
[- Begmmng Costs & - & Net End of
vy ' - of Period Expenses erte Offs =~ Period,
! . | {In thousands) {
.......................... ‘.. 8l 612 $— 3(12) $1,600
............................. $1661 $— . $49  S$1612
............................. $1,223  $°400 $(38)  $1.661
} ] .
| C
: . i
[ ’ -
; .
A .
. I : |
- . ! .
e
] !
; |
f i K
'; .
| .
: L.
| - 1
' 1
! |
| S *
{ % i .
i‘ i
|
! o
| g
Lt ! )
o Q
!
| |
! i
| |
1 f .
}
I
| C
\
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- SIGNATURES ‘ |
l .
Pursuant to the reqmrements of Sectlon 13 or‘lS(d) of the Securities* Exchange Actof 1934 the chlstrant1 N

has duly caused this report to be <:1gned on its behalf by the undersxgned ‘thereinto duly’ aulhonzed i
: ' UNIT CORPORAT[ON S l ' | e
Date: March 1, 2007 By: /s! LARRY D. PINKSTON !
‘ ' LARRY D. PINKSTON,
President and Chief Executive Officer

(Principal Executive offi cer}

f, |

|

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been sngned below by,

the followmg persons on behalf of the Reglstrant aind in the capacmes indicated on the st day of March, 2007

7
Name

/s/ . JouN G. NIKKEL

John G. Nikkel

/s/  LARRY D. PINKSTON

Larry D. Pinkston

s/ DAVID T MERRILL

David T. Merrill

/sf STANLEY W. BELITZ

Stanléy W. Belitz

“ Chief Financial Officer and Treasurer |

Title

Chairman of the Board and Director |

|
1

Prc51denl and Chief Executive Officer;
Chief Operating Ofﬁcer and Director
(Principal Executive Ofﬁcer)

(Principal Financial Officer)

Controller (Principal Accoﬁnting Ofﬁéer)

!

/s/J. MICHAEL ADCOCK Director :h !
J. Michael Adcock 1 .
» | !
/s GARY CHRISTOPHER Director i 1 ~:"
Gary Christopher ! | ' !
/s/_Dox Cook Director g
Don Cook | i ,
/s/ KING P. KIRCHNER Director : : %
King P. Kirchner : (!
l _ R
fs/ WILLIAM B. MORGAN Director t . '
Williurp B. Morgan I r @
B ‘ | f ‘
/s/_ROBERT SULLIVAN, IR. Director ‘ | 5
; Robert Sullivan, Jr. ! ! -
! | wl
fs{ JOHN H. WILLIAMS g Director : |i .
o John H. Williams ‘ ‘ ' : t
* 1
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Exhibit No. -Descnpnon - | “ )
. ‘ i
10.2.47 Unlt 2007 Employee Oil and Gas lelted Partnershlp Agreemem of Limited Partnershlp 1
!
21 Subsndlanes of the: Reg:stram _
" 231 Consent of {ndependent Registered Public Aceourmng Firm. |
232 'Con!sent of Ryder Scott Company, L.P. s = ; !{ e . e
'3 1.1 o Cemﬁcatlon of Chlef Executive Officer under Rule 13a- l4(a) of the Exchange Act ' ‘
31.2 . Cemﬁcatlon of Chlef Financial Ofﬁcer under Rule l3a—l4(a) of the Exchange Aet ' :
32.1 Cemﬁcatmn of Chlef Executlve Ofﬁcer .md Chief F1nanc1al Officer under Rule 13a 14{(a) of the
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CO PORATE HEADQUARTERS

”Un:lt Corporation :

i
!

71130 South Lewis Avenuy . Suite 1000
Tulsa Oklahoma 74136 :
Telephone 918-493-7700

)
I FERNET ADDRESS '
ﬁtt;_')://www.unitcorp.com

|
1 |
THANSFER AGENT & REGISTRA!{R
Commumcatlons concerning the transfer
of shares lost certificates and changes
of address should be directed to: |
I!krinenjcan Stock Transfer & Trust Co.
59 Maiden Lane, Plaza Level
New \i‘ork NY 10038
Ycllu may reach them by telephone|at
8?0 7'10 0929 or via the Internet at
http //www.amstock.com. :

S TOCK LISTING ,’

Oll’Jr common stock trades on the New York
[S‘tock Exchange under the symbol "UNT.”

'D‘urrngl; 2006, 107.3 million shares of our
ist{ock ]were traded on the NYSE, compared
I'Vrlth 93.3 million shares in 2005. ,
'Approximately 46.3 million shares

v!rere outstanding at the end of 2006

$HAREHOLDER PROJILE
\f\le had 1,404 shareholders of I
record at yvear-end '

=/INVESTOR INFORMATION —

- August and November, The Form 10-K and
- Form 10- -Q are available for viewing on our
- website at www.unitcorp.com. Copies of the

the Securities and Exchange Commission, are
* available without charge on written request to:

" Linda Baugher
_ Investor Relations Department

+ Telephone: 918-493-7700

INVESTOR RELATIONS

 The Form 10-Q reports are available in May,

Forms 10-K, 10-Q and Annuai Report, ﬁlecij with

7130 South Lewis Avenue, Suite 1000
Tuisa, Oklahoma 74136

INDEPENDENT REGISTERED PUBLIC
ACCOUNTING FIRM
PricewaterhouseCoopers LLP

Tulsa, Oklahoma

INDEPENDENT PETROLEUM ENGINEE S
Ryder Scott Company, L.P.
Houston, Texas







